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A Message from the Editor 
 
Welcome to the annual special issue for the Journal of Applied Management and 
Entrepreneurship.  This year, as in July of 2008, 2010, and 2012 we are focusing on the theme 
Quality in Services and presenting best papers from a Quality in Service (QUIS) conference. 
This is a series that has been created and nurtured by Editorial Board member, Bob Ford, and we 
thank Bob for his generous contribution yet again.  Bob along with Duncan Dickson and Sonia 
Taneja are the Special Issue Editors and you will find their introduction to the five articles and 
one executive interview in the next editorial.  I am especially excited about the Executive 
Interview written by Duncan and Bob which is an interview with Len Barry, a leading 
contributor to the theory and research on services marketing and management and one of the 
people who first developed the field of services marketing.   
 I want to thank our Special Edition Editors and refer you next to their introduction to the 
issue. 
 
Jane Whitney Gibson, Editor 
Ft. Lauderdale, FL 
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Introduction to JAME Special Issue on QUIS 13 
 
We welcome you for the fourth time to a special issue on QUIS. Quis (Quality in 
Services) is an organization founded in 1988 by service researchers at Arizona State University, 
Karlstad University, and Warwick Business School who wanted to bring together the growing 
international community involved in studying services marketing and management. QUIS has 
grown over the years to now be considered as the world’s leading biannual symposium on 
service research and brings together the best interdisciplinary academic research and 
management practice from around the world. This year’s symposium, QUIS 13, drew more than 
200 attendees from over 30 countries presenting 130 competitive papers. It was held in June, 
2013 at Karlstad University which was also the site of the first QUIS conference in 1988.  
In this issue we again offer five of the best papers that we think will be of interest to our 
readers as management scholars.  Emphasizing the world wide interest in services and the 
management of service organizations, these papers we selected are written by authors from six 
different nations, none of which is the United States. These show the importance and extent of 
the work being done outside the USA on services. The first two papers are focused on the 
increasing research interest in how manufacturing organizations are expanding their strategic 
focus to incorporate the service component of their product offerings. The first of these is “A 
Novel Categorization of Industrial Services- Analysis of Service Offerings of Manufacturing 
Companies” by Heini Lehtonen and Hanna Kostama of Aalto University’s School of Science in 
Finland. This paper presents a managerially oriented, yet theory-based, industrial service 
classification that can be used as a practical tool for structuring, analyzing, comparing and 
communicating industrial service portfolios that the authors term COIN. The second paper on the 
topic of integrating services into a product organization’s innovation strategy is “New Service 
Development in Manufacturing Firms: Do the Basic Rules Apply?” by Lars Witell, Linköping 
University, Sweden, Bo Edvardsson, Karlstad University, Sweden, Thomas Meiren, Fraunhofer 
Institute for Industrial Engineering, Germany, Adrienne Schäfer, University of Applied Sciences 
and Arts, Switzerland. The purpose of this paper is to test hypotheses about new service 
development (NSD) in manufacturing firms. This study investigated 785 NSD projects to learn 
the role of the NSD strategy, how to use resources, how to organize, and the development 
process to use. Based on their research findings, the authors provide five propositions about how 
to succeed developing service innovation in manufacturing firms. 
Following these papers are those that offer a more focused presentation of ideas or 
research on the application of important concepts to service organizations. The first of these is 
“To Automate or not to Automate? Is that the Question?” by Sangeeta Singh of the BI 
Norwegian Business School. In this paper, the author reports a study investigating the role of 
technology on customer satisfaction and loyalty. By comparing an existing model of customer 
loyalty across three different interface types- human, automated phone, and Internet, she finds 
support for her hypotheses that technology does not alter the established relationships with 
customers. The next paper by Carley Sutton of the University of Central Lancaster offers a more 
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inclusive approach to studying the customer-employee encounter. This paper, “Adapting the 
Human Sigma Instrument to Enhance the Employee-Customer Encounter,” represents a method 
to shift away from popular but isolated employee and customer satisfaction scales to an 
examination of the more powerful and emotional dimensions of engagement which the author 
can holistically measure and manage with her Human Sigma method. The final paper by Tom 
Rosendahl, Johan Olaisen and Oivind Revang, all from the BI Norwegian Business School in 
Norway, is a case study of a change to a virtual organization at the largest oil company in 
Norway. The paper, “Internal Communication as Value Creation in a Change Process: A Case 
Study of Norwegian Statoil,” reports the strategic use of internal communications to effectively 
change Statoil from a matrix structure to a virtual organization in order to improve organizational 
knowledge sharing in a high technology setting. 
All of these papers, plus the interview with Len Berry, offer interesting and provocative 
ideas for scholars and teachers in management. We have suggested in our past special issues that 
management writers pay too little attention to the external influences, such as customers, on 
internal organizational issues. We hope that the papers offered in this special issue will excite 
and intrigue our readers to join us in considering service management as a topic worthy of their 
research interest, student presentations, and classroom discussions. Please enjoy. 
 
Robert C. Ford 
Sonia Taneja 
Duncan Dickson 
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A Novel Categorization of Industrial Services 
- Analysis of Service Offerings of Manufacturing Companies 
 
Heini Lehtonen, Aalto University 
Hanna Kostama, Aalto University 
 
Executive Summary 
The growing scope of services offered by manufacturing companies calls for a more 
structured service portfolio management and offering analysis. Practices and tools are required to 
facilitate the tough transition from a limited ad hoc offering towards systematic industrial 
services development, portfolio management and marketing.  This paper presents a managerially 
oriented, yet theory-based, industrial service classification that can be used as a practical tool for 
structuring, analyzing, comparing and communicating industrial service portfolios. The 
methodological approach is based on a detailed investigation of the full service offerings of 
seven industrial case companies, 1638 actual services altogether, that were iteratively introduced 
into main theoretical categorization schemes. The proposed COIN classification model presents 
four main categories of industrial services: Customer interface services, Operative services, 
Improvement services, and Network services. The categories are structured hierarchically with 
the highest levels tied strongly to theory, and the most detailed categories (74 service titles) 
based solidly on the empirical findings. COIN is a practical tool for the development and 
communication of a service portfolio for an industrial company, or it can be used as a framework 
for inter firm offering analysis. COIN also accommodates emerging service business 
phenomena: close integration to the customer’s processes, provision of advanced knowledge-
intensive services, and services based on network and platform business models.    
 
Introduction 
Service infusion has profoundly changed the scope of business opportunities for modern 
industrial companies. Whether or not a company is in the service business is not the question, but 
rather, what is the share of services as opposed to products. An iconic example of servitization is 
the jet engine manufacturer Rolls Royce whose service sales exceed the sales of the original 
equipment, and the company has constantly developed new service solutions and business 
models.  This evolution has been depicted by Levitt (1972), Berry and Parasuraman (1991), 
Vandermerwe and Rada (1988), Bitner et al. (1997), Baines et al. (2009), and Kuzca and 
Gebauer (2011), among others. 
There are financial, strategic and marketing benefits for the supplier side in extending the 
service portfolio. For customers, the growing trend of focusing on core competences increases 
demand for more and more comprehensive services. However, the transition from a products 
manufacturer to a full scale service partner is difficult for most suppliers and thus there are fewer 
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success stories than could be predicted despite the anticipated benefits. This ‘service paradox’ 
has been discussed by Gebauer et al. (2005) and Neely (2008). The difficulties revolve around 
the required change in logic towards a more customer centric orientation and developing the 
particular processes and structures required by a service organization.   
 
The Servitization Challenge 
The central terminology in this research is related to servitization literature. Servitization 
refers to the shift in industrial markets for manufacturers to offer more and more services as a 
part of their core offering (Vandermerwe & Rada, 1988). Services according to a narrow view 
are intangible assets that are performed instead of produced as a contrast to tangible and 
produced products (Baines et al., 2009). From a wider perspective services include also bundles 
or product-service systems that consist of both tangible and intangible components. Solutions are 
bundles that create value to customers and are more than sums of their parts (Cova and Salle, 
2008; Guiltinan, 1987).  
The servitization transition process and management challenges have been discussed by 
Oliva and Kallenberg (2003), Gebauer et al. (2005) and Kindström and Kowalkowski (2009). 
Required new managerial activities are clearly linked with a servitizing company’s ability to 
develop new services, service offering design and a new service-oriented business model 
(Gebauer et al., 2005, 2009; Baines et al., 2009; Kindström, 2010). A major managerial 
challenge for a manufacturing company is to implement a systematic process and structures for 
services development. As services initially have been developed and sold ad hoc for different 
customers, a more comprehensive or strategic service portfolio management has straggled.  The 
extension of the service portfolio should focus on the more intangible services, and bundles of 
services, with more consideration on customer relationship and customer processes, which 
makes service development process even more complex compared with the directly product 
related development of spare parts or maintenance services.   
One of the problems relating to servitization strategy implementation is that service 
categorizations remain often too theoretical for the use by companies, and many companies have 
no clear picture of their service offering (Baines et al., 2009). Most companies have a fragmented 
service division due to historical reasons of adding the services to product categories. Many 
services also have evolved from very simple add-on services to complex contracts but are still 
managed in the same way. Due to this evolutionary service development most industries also 
lack standardized terminology that makes comparing offerings between companies much more 
difficult.  Kindström and Kowalkowski (2009) argue that many manufacturing companies have a 
number a services in their portfolios, but they are unstructured and often supplied free of charge 
to increase product sales. Being able to clearly formulate and communicate the service offering 
of a company makes servitization more likely to succeed and can give a significant competitive 
advantage (Edgett, 1994). 
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Overall, it can be concluded that a structured service categorization model:  
 defines common terminology across the service organization and between manufacturing 
and service providing units  
 allows an overall view into the portfolio of individual services provided by different 
organizational units 
 helps to focus service innovation efforts  
 aligns customer communications, marketing and sales 
 facilitates competitor analyzes, and 
 promotes structured, profitable growth. 
 
Exploration of Industrial Service Categorizations 
One of the earliest industrial service classifications is Grönroos’s (1979) statement that 
services in an industrial service context can be classified either by the market where they are sold 
(producer or consumer) or by the kinds of services offered (professional or others). Silvestro et 
al. (1992) bring to focus the volume of customers per unit of service per period, proposing three 
basic archetypes: Mass Services, Service Shops, and Professional Services.  These archetypes are 
characterized by differences in level of customization, product-/process orientation, 
equipment/people focus, the length of contact time, the level of discretion, and back/front office 
orientation.  
Boyt and Harvey (1997) classify services into three categories according to their 
complexity; Elementary Services, Intermediate Services and Intricate Services. The replacement 
rate of services lowers, while complexity, essentiality and personalization grow when moving 
from Elementary Services towards Intricate Services. Sundbo (1999) and Viitamo (2007) lift the 
role of tangible offerings as a critical factor in the nature of services. Modularized services are 
semi-material, an intermediate between manufacturing and classical services”. The critical 
differences between classical, completely intangible services and modularized services include 
the transfer of ownership, the possibilities of reselling, storage, and level of customer inclusion. 
Kotler (2003) elaborates further on the tangibility of offerings by dividing them into six 
categories with a focus on how large a share is taken by tangible and intangible components. The 
range goes from pure tangible goods, through tangible goods with add-on services, hybrids, 
major services with accompanying goods and services, to pure intangible services. 
Thoben et al. (2001) provide a framework that links the tangibility of offerings and their 
customer centricity. Their approach starts with Manufacturing Parts, through Offering Products 
and Offering Services, to Provision of Benefits. In their view, adding the intangible components 
to the offering adds customer value, but offering services includes also the offering of products.  
Cova and Salle (2008) provided clear definitions for a business-to-business solution, a service 
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bundle and a singular service. These three groups could also be viewed as a categorization of 
industrial services based on their scope. 
Brax and Jonsson (2009) analyze the significance of the location where a service is 
performed, which could be viewed as a sort of service typology. Zeithaml et al. (1985) and Brax 
and Jonsson (2009) on the other hand raise the duration of the performance of a service as a 
central issue in defining service types. Oliva and Kallenberg (2003) present a model of Installed 
Base service categorization that further decreases the level of abstraction in presenting service 
categories by the wide range of specific service type examples within their four categories: Basic 
Installed base services, Maintenance services, Professional services, and Operational services. 
The relevant dimensions are Transaction-based versus Relationship-based services, and Product-
oriented versus End-user’s process –oriented services.  
Partanen and Kohtamäki (2011) base their categorization on a similar logic as Oliva and 
Kallenberg (2003). Their model consists of a similar Transactional based/Relational based 
services axis, combined with a process phase axis consisting of four phases structured by their 
relation to sales. The phases are Pre-sales phase, Sales phase, After-sales phase and Termination 
phase. These categories are not rigid, but more a continuum, where the service can spread to 
several phases. The Relational-based category includes Research and Development services, 
Operational/ Outsourcing services, Optimization services, Consulting services, Maintenance 
services, and Recycling services.  On the Transactional-based side are Administrative services, 
Customer services, Basic services, and Supply management and warehousing. 
Turunen and Toivonen (2011) present a product-service system based categorization 
model for industrial services that divides them into Services Supporting the Product (SSP), 
Services Supporting Customer Processes (SSCP) and Services Supporting Customer Business 
(SSCB). The SSP enable the functioning of a product sold to the customer (traditional after sales 
services, such as on call repairs, spare parts and consumables). The required level of 
understanding concentrates on understanding the customer and the product sold. The SSCP 
ensure the optimal usage of the product (e.g.. preventive maintenance, inspections, 
modernizations and process optimizations). The required level includes understanding of also the 
customers’ production processes and operative environment. The SSCB supports the growth and 
success of the businesses of customers (financial services, knowledge-intensive services, and 
integrated solutions) and require a profound understanding of the customers’ business and 
strategy. 
The world of industrial service categorizations is wide and diverse. The reviewed 
industrial service categorizations and their respective logic of categorization or dimensions are 
presented in Table 1. The perspectives vary and are often complementary to each other enabling 
cross-categorizing in many cases with interesting results. This inspired the attempt of this study 
to create a holistic categorization model that would combine and make use of the most applicable 
dimensions of previous categorizations. The objective is to create a categorization model that 
would be anchored in research, but on the other hand would be formulated by clarity of both 
structure and terminology to promote its application by practitioners.  
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Table 1 
Industrial Service Categorizations 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Networks and Platforms 
An emerging industrial service business phenomenon and research stream is the 
emergence of complex service supply networks and other relationship forms than a provider – 
customer dyad.  Vargo and Lusch (2008) define the addition of a context of networks instead of 
isolated customers as one of the distinctions between a service logic and a goods logic. In the 
industrial networks approach, the focal unit of analyzes is inter-firm relationships rather than the 
firms themselves, and how these relationships relate with the surrounding network of 
Author/s Dimensions 
Grönroos (1979) Producer/consumer market, Professional/other services. 
Silvestro (1992) Volume of customers per unit of service per period:  
Mass services, Service shops, Professional services. 
Boyt and Harvey 
(1997) 
Complexity:  
Elementary services, Intermediate services, Intricate services. 
Sundbo (1999)  
Viitamo (2007) 
Tangibility: 
Tangible services, Modular services, Intangible services. 
Kotler (2003) Tangible goods, Tangible goods with add-on services, 
Hybrids, Major services with goods and services, Intangible 
services. 
Thoben et al. (2001) Manufacturing parts, Offering products, Offering services, 
Provision of benefits. 
Cova and Salle 
(2008) 
Scope: 
Singular service, Service bundle, Solution. 
Brax and Jonsson 
(2009) 
Location of service performance. 
Zeithaml et al. (1985) 
Brax and Jonsson 
(2009) 
Duration of service. 
Oliva and Kallenberg 
(2003) 
Transaction / Relationship, Product-orientation  / End user 
process orientation: 
Installed base services, Maintenance services, Professional 
services, Operational services. 
Partanen and 
Kohtamäki (2011) 
Transactional  / Relational, Process phases:  
Pre-sales phase, Sales phase, After-sales phase, Termination 
phase. 
Turunen and 
Toivonen (2011) 
Product-service system:  
Services supporting the product, Services supporting 
customer processes, Services supporting customer business.  
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relationships (Dubois & Pedersen, 2002). A growing research stream focuses on the revolution 
of supply networks: The amount of actors, complexity of the supply chains and varying control 
and interaction mechanisms in the industrial context are constantly growing due to servitization 
(Wilkinson et al., 2000). The classification of networks is discussed in several articles, for 
instance Evans (2003), but is at the moment rather separate from the traditional views on 
classifications of industrial services. A clear understanding of the dynamics and nature of the 
supply networks is important in understanding the true nature of the industry (Holmström et al., 
2010). 
Kohtamäki et al. (2012) bring into view the importance of enabling platforms in 
relationship building with customers. Relational practices enable social interaction when they 
create social platforms between the customer and the supplier (Kohtamäki & Bourlakis, 2012). A 
platform is a system that enables interaction or co-creation between several actors. A technology 
platform is a base for developers and users to interact and build on. In the context of industrial 
services, service platforms and industry platforms take central stage. A platform leader is 
someone who holds the strings of collaborative relationships between the different 
complementary actors, and provides the collaboration frame. Platform structures, dynamics and 
strategies have been discussed e.g. by Gawer (2012). 
Most companies operate in traditional product and service markets, as well as in large or 
information intensive service markets. Wide ranged complex services are the result of combining 
capabilities of several companies, and should be looked at from a network or triad frame of mind 
to be able to understand and develop them (Agarwal & Selen, 2009), whereas not-as-complex, 
limited range services could still be more easily analyzed from the traditional dyadic perspective. 
Thus, structures and categorizations that incorporate both of these views are required to help 
understand the actual service offerings of companies. Especially with the share of comprehensive 
solution services and integrative services growing, while traditional services remain an important 
source of revenue, an understanding of a division between the two becomes more crucial than 
before. Since the two streams are mostly separate at present, this gives an opportunity for 
interesting further research. 
 
Methodology 
The construction of the proposed categorization was based on an iterative 
implementation, interplay and validation between empirical data and literature-based theoretical 
models, in a multiple case study process following the abductive research principles presented by 
Dubois and Gadde (2002). After an initial literature review of industrial service classifications 
the aim was to collect a large empirical data base of actual services offered by manufacturing 
companies on a particular market and gradually develop the proposed model in several phases by 
alternating theoretical consideration and revisiting the real time empirical data. The methodology 
is described in more detail below. 
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Data Sample 
The database of industrial services was set up from the service offerings of seven 
European industrial companies.  The case companies were selected using the criteria that they 
are among the top three companies in their represented industries with an extensive offering of 
products and services central to the core business of their customers. All the companies have 
originally focused on products, but have explicitly listed extending their service and solutions 
business as a key point in their strategy, as well as a source for future growth. To ensure 
comparability of service concepts the investigation was performed for services targeted for the 
same type of markets, namely process industries: pulp and paper (four companies), power (one 
company), mining (one company), and chemistry (one company). On the other hand, the varying 
contexts of the case companies provided us with rich data that was valuable in the process of 
developing and testing the categorization. To ensure that the dominance of the pulp and paper 
industry did not create significant bias, the samples from each of the companies were compared 
with all the applied categorizations, and it was discovered that the pulp and paper companies 
offerings were no more similar to each other in terms of service types than to the offerings of the 
other included companies. 
The services data was derived from company web pages and other published material. 
The company web pages were chosen as an initial data source bearing in mind the objective of 
mapping the largest possible number of actual services provided by the case companies. The 
number of web pages companies used to present their service scope varied between 93 and 780, 
and altogether 2119 pages of service concept and offering material were analyzed in the time 
frame of 4 months in 2012. For confirmation and clarification purposes printed material (e.g. 
marketing brochures, internal training material, annual reports) was also investigated, but the 
majority of data was published online only. Different sources were thus used to acquire rich data 
and accommodate triangulation. According to the interviews the final sample describes the 
reality of company offerings to a great extent and possible deficiencies were revised accordingly. 
The number of services offered by these companies varied from 105 services per 
company to 455 services per company, resulting in the total of 1638 services that were described 
and recorded in an excel data base. Particularly each service description was meticulously 
analyzed, since there was no standardized naming or terminology amongst the services in these 
industries. As a unified terminology was developed and applied during the analysis, the offerings 
of each of the case companies were thus charted uniformly in the same data base, making inter-
firm comparisons possible. The categorization notes when the services were each placed into 
different service classification schemes were also recorded in the same data base. 
 
First Phase: Initial Evaluation of Basic Categorization Schemes 
Based on the literature review, nine different industrial service categorization schemes 
(see Table 2) were identified to portray the different theory-based principles that may be used for 
the categorization of industrial services. Seven of them consisted of only one level or hierarchy, 
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while two were more comprehensive and specific. In the first phase, the seven baseline 
categorizations were evaluated for accuracy and practical usability.  The seven baseline 
categorization logics evaluated by data implementation were: 1. Tangibility of service, 2. Logics 
of service, 3. Perspectives of service, 4. Location of service performance, 5. Duration of service, 
6. Service combination, and 7. Service target model. The categorization schemes are presented 
and were evaluated in the order of increasing scope and diversity. 
A satisfactory classification scheme, or typology, should be accurately exclusive and 
exhaustive; all service concepts should be able to be categorized in one, but only one, category 
(Laskey et al., 1989). All the tested categorizations passed this trial. Categorizations were then 
analyzed for their usability from the industrial practice perspective. Four usability criteria were 
implemented: What the balance between the categories is, how practical the categories are, how 
meaningful the differences between categories were, and how clear the border cases were.  
The data sample sub-set that was applied into these categorization schemes in the initial 
evaluation phase consisted of 600 services derived from 3 companies The data was analyzed 
qualitatively first by hand on sticker notes placed on categorization templates, and then cross-
checked when another researcher recorded the data into excel tables. Each service was codified 
according to different categorization models based on the verbal description of the service and 
the categorization principles. Ambiguous service titles or descriptions were discussed in the 
research team and more information was acquired from the case companies if needed.  Each 
point of data was thus processed and codified in each model, altogether seven times in this phase, 
producing seven categorization templates each completed with 600 different services. 
Next, each categorization result was qualitatively evaluated by the defined usability 
criteria. The aim was to choose the most applicable categorization schemes for further 
investigation and use. Distributions of services within different categories were taken into 
consideration, but our data format did not allow using advanced statistical methods for testing 
the fit of the models. Quantitative analysis of the data remains a subject for further research. 
The most common reason for discarding a categorization scheme was that the category 
division lacked practical relevance with services in each category following random logics and 
scopes, as well as border cases being unclear. Laskey et al. (1989) also recognize this as one of 
the most difficult aspects of categorization. According to Bailey (1994) the number of 
dimensions increases complexity but over-simplification reduces meaningfulness. This 
perspective was also taken into account in analyzing the existing models, and in creating the new 
one. The evaluation of the baseline categorizations is described next. Table 2 provides a 
condensed view of the categorization models and evaluations. 
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Table 2 
Industrial Service Categorization Schemes Implementation 
Categorization Source Dimension 1 Dimension 2 Dimension 3 Dimension 4 Usability Comments 
1. Tangibility 
of service 
Modified 
from 
Sundbo 
(1999) and 
Kotler 
(2003) 
Modularized 
services 
(Services 
including a 
tangible 
aspect) 
Classical 
services 
(Purely 
intangible 
services) 
  Too theoretical 
for practical 
use 
Dropped after 
initial testing 
2. Logics of 
service 
Heinonen 
et al. 
(2010) 
Goods-
dominant 
logic 
Service-
dominant 
logic 
Customer-
dominant 
logic 
 Good but too 
similar to 
Service targets 
categorization 
 
Dropped after 
initial testing 
3. Perspectives 
of service 
Modified 
from 
Vargo and 
Lusch 
(2008) 
Provider 
perspective 
Customer 
perspective 
  Too non-
specific for 
practical use 
Dropped after 
initial testing 
4. Location of 
service 
performance 
Modified 
from Brax 
and 
Jonsson 
(2009) 
 
On-site Remote and 
on-site 
Remote  Very practical 
but case 
specific 
Tested with the 
full data 
5. Duration of 
service 
Modified 
from 
Zeithaml 
et al. 
(1985) and 
Brax, and 
Jonsson 
(2009) 
 
Short-term Long-term   Very practical 
but problems 
with 
borderline 
cases 
Tested with the 
full data 
6. Service 
combinations 
Modified 
from Cova 
and Salle 
(2008) 
 
Singular Bundle Solution  Practical, 
problems with 
marketing 
terminology 
Tested with the 
full data 
7. Service 
target  
Modified 
from 
Turunen 
and 
Toivonen 
(2011) 
 
Services 
supporting 
product  
(SSP) 
Services 
supporting 
customer 
processes 
(SSCP) 
Services 
supporting 
customer 
business  
(SSCB) 
Services 
supporting 
customer 
networks 
(SSCN) 
Good usability, 
brings focus to 
developing 
service areas 
Tested with the 
full data, used 
as a basis for 
the 
categorization 
8. The 
installed base 
model 
Modified 
from 
Oliva and 
Kallenberg 
(2003) 
Basic 
installed 
base 
services  
Maintenance 
services 
Professional 
services 
Operational 
services 
Good usability, 
very practical 
Used as a basis 
for the 
categorization 
 
9. The process 
phase service 
categorization 
 
Modified 
from 
Partanen 
and 
Kohtamäki 
(2011) 
 
 
Pre-sales 
 
Sales-phase 
 
After-sales 
 
Termination 
phase 
 
Time-element 
less usable, 
sub-categories 
good 
 
 
Used as a basis 
for the 
categorization 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 17 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
COIN 
Service 
categorization 
The new 
proposed 
model 
Customer 
interface 
services 
Operative 
services 
Improvement 
services 
Network 
services 
Comprehensive 
and practical 
view for 
managerial use 
Complements 
existing 
models 
without 
replacing them 
 
“Tangibility of service” is a modification of a logic presented by Sundbo (1999) and 
Kotler (2003). The services were divided into those that included a tangible aspect and those that 
were purely intangible. This is an interesting perspective in regards to theory, but came short in 
practical implications. Another problem was that there were only two categories out of which the 
partly tangible services were an overwhelming majority (90 %), making the analyzes trivial. This 
model was dropped after initial evaluation.  
“Logics of service” is based on Heinonen et al.’s (2010) modification of Vargo and 
Lusch’s (2008) theory on a goods and a service dominant logic by making the addition of a 
customer dominant logic. Services were divided into groups according to which logic it 
portrayed. This proved a very useful perspective in determining the maturity of servitization of a 
company’s service offering. In the end, however, it proved too similar with another 
categorization used (“Service targets”), but was ambiguous on the border cases, and was dropped 
after initial evaluation.  
The “Perspectives of service” categorization was modified from a division presented by 
Vargo and Lusch (2008) of services designed from the provider perspective and those designed 
from the customer perspective. In the trial it ended up being a simplified version of the “Logics 
of service” and the “Service targets” categorization, with its insight more distinctly presented by 
the service targets categorization, and was thus dropped after initial evaluation.  
 “Location of service performance”-model, modified from Brax and Jonsson (2009) 
separates between on-site, remote and on-site, and remote services. The approach was very 
applicable in the context of installed base services, but in the trial with data from other industries 
it proved problematic. However the practical usability for a certain context justified  keeping it 
for further consideration. 
The “Duration of service” model, based on Zeithaml et al. (1985) and Brax and Jonsson 
(2009) classifies services by the short-term and long-term axis. Problems arose with borderline 
cases. Yet the time scope of the service offering was considered pertinent in the management of 
service operations that the model remained for further analysis with full sample. 
“Service combinations”-model, modified from Cova and Salle (2008) applies the 
singular, bundle and solution approach to services. It was applicable and depicted the modularity 
of service offerings, but problems arose with the rather ambiguous everyday use of solution 
terminology in the industry. Kept for further analysis. 
The “Service target” model, modified from Turunen and Toivonen (2011) distinguished 
the various service support targets whether it is the product, customer process, customer business 
or customer networks. The data sample was relatively easily applied to this mid-scope scheme, 
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including the recently developed more complex customer focused services. Remained for further 
test with full sample and was used as a basis for the new categorization. 
 
Second Phase:  Construction of the New Categorization Model 
The aim of the next phase of the study was to construct a holistic industrial services 
categorization model making use of the applicable previous models. Two more specific and 
comprehensive categorizations were also taken into the analysis: “Installed base model” based on 
Oliva and Kallenberg (2003), and “Process phase service categorization” modified from Partanen 
and Kohtamäki (2011).  They were assimilated with the mid-sized “Service target” model to 
form the initial base for a novel categorization. 
To increase the amount of test material, types of service and number of context 
industries, four additional company cases and their service portfolios were analyzed and 1038 
services added into the services data sample for this construction phase. The entire data (1638 
services offered by 7 companies) was introduced into each of the remaining theoretical 
categorizations as well as the initial version of the new categorization model. The codifications 
were again recorded on an excel sheet, getting double checked in the process. At the same time, 
definitions of service concepts were constantly checked. The proposed model was gradually 
modified according to the ideas and findings induced by the iterative trial of the models with the 
full data sample. Interviews with industrial practitioners were conducted at this stage.  
While constructing the categorization, different numbers of main dimensions included 
were tested, ranging from two to five. Two main categories proved an over simplification when 
trying to find meaningful and practically relevant differences between service types, while the 
fifth category with several different iterations proved complex and the logic also suffered. There 
were 25 iterations made to the quantity, content and names of the categories in this stage of the 
construction of the final categorization before settling on the four main categories, which was 
few enough to be simple, but not too simple with clear border cases.  
The creation of the mid- and lower-lever categories included 178 iterations of adding, 
deleting and changing categories to best portray the actual sample discovered, as well as the 
comments from the industry practitioners and experts. In this stage, the lower level categories by 
Partanen and Kohtamäki (2011) were used as a starting point due to the level of detail they gave. 
The lower level categories added depth and required meaningfulness as well as practical 
relevance. Finally, all the 1638 services were unambiguously placed in the categorization frame 
after it had been revised iteratively while applying the data. 
 
Interviews 
To increase the validity of the proposed model, nine (2 by phone, 7 face-to-face) semi-
structured interviews were conducted in four of the companies. The interviews were recorded 
and transcribed.  The respondents were service sales and technical representatives. They were 
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asked to confirm the findings related to the service offerings, that the derived sample gave a 
comprehensive picture of the actual service offerings of these companies, and to check for 
inconsistencies and definitions of ambiguous service descriptions. The respondents also 
discussed refinement of the proposed categorization towards better practical usability. This 
material was used to make some adjustments to the categorization in order to better fulfill the 
needs and views of practitioners while ensuring an accurate depiction of reality.  
 Finally a group interview in the form of a full day managerial workshop was arranged to 
get more insight on the applicability of the categorization within a major service organization for 
different purposes and to make the final iterations. Six managers representing different service 
business positions (new service development, services marketing, service operations, and service 
sales) were led through a structured discussion about each of the 16 main categories. 
 
The COIN Categorization of Industrial Services 
The new categorization is based strongly on existing classifications and categorizations 
of industrial services, but also aims to bring them closer to practice without making it un-
applicable across different industries and companies. The four top categories of the 
categorization are Customer Interface Services, Operative Services, Improvement Services, and 
Network Services (Table 3). The COIN categorization is named after the headlines of these four 
main categories. 
Table 3 
The Two Top Levels of the COIN Categorization of Industrial Services 
Customer Interface Services 
Information availability services 
Administrative services 
Financing services 
Sales services 
Operative services 
Basic operative lifecycle services for the installed base 
End of product lifecycle services 
Supply management and warehousing 
Maintenance services 
Improvement services 
Research and development services 
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Knowledge based services 
Technical enhancement services 
Optimization services 
Network services 
Project-based customer supplier network services 
Long-term relationship based supplier network services 
Integrator focused supplier network services 
Platform-based network services 
 
The two middle categories, Operative Services and Improvement Services could be seen 
as the two traditional industrial services groups. They are related directly to the product or the 
customer’s process. Operative Services revolve around realizing promised operations of product 
through its entire life-cycle though delivery, installation, inspections, repairs, maintenance, spare 
parts and eventual end of lifecycle services. Improvement Services, on the other hand, are aimed 
at developing or improving the products or processes with services including research and 
development, training, consulting, technology modernizations and optimizations.  
The first category, Customer Interface Services, is often not considered as traditional 
industrial services, since they are not specific to the industrial context, but include support 
functions that are relevant to all businesses, such as administration or sales. The fourth category, 
Network Services, on the other hand, takes a wider view of the supply network and consists of 
services that might include elements of all the other three categories but are very wide in range, 
such as outsourcing services, service contracts, and project management services. 
The COIN categorization as a whole aims to cover all possible services in different 
process industries, but could be applied to other types of industries as well. Not all of the sub-
categories are present in the offerings of all companies or all industries, but they are services that 
could be included, and thus the categorization provides a frame for comparing offerings across 
companies and industries. The full categorization is presented in Table 4 and discussed in detail 
in the subsequent paragraphs including Tables 5 to 8. 
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Table 4   The COIN Categorization of Industrial Services 
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Customer Interface Services 
Customer Interface Services (see Table 5) consist of services that are not directly bundled 
with a tangible product and mostly, but not exclusively, happen in the pre-sales or sales-phase of 
other services, products or bundles. They are traditionally viewed as support services that are 
largely offered automatically and free of charge with a low degree of customization. This type of 
services are often completely left out of industrial service categorizations, since they are mostly 
not specific to only industrial service providers but many of them can be found in most other 
markets as well (including business-to-consumer markets).  
 
Table 5 
 
Customer Interface Services 
 
Customer Interface Services 
Information Availability Services 
Ordering systems 
Help-desk services 
Customer information  
Product information  
Administrative Services 
Administration out-tasking 
Customized administrative services 
Billing service 
General administrative services 
 
Financing Services 
Insurance and warranty 
Additional insurance service  
Extended warranty 
Monetary financing service 
Rental 
Lease 
 
Sales Services 
Cost-benefit analysis 
Standard product demonstrations 
Benefit visualization 
Expert sales service 
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The first sub-category, Information Availability Services, consists of free, completely 
scalable and non-customized services related to providing information on the service provider 
and its offerings. They are mostly performed by the marketing and customer-support functions. 
These include company web-pages, product vaults, ordering systems and help-desks (on-line, by 
phone, by e-mail etc.). In this categorization, they are divided into 4 second-level sub-categories: 
Ordering systems (receiving and processing of orders), Help-desk services (answering questions 
and inquiries), Customer information (company web pages, customer magazine etc.), and 
Product information (product vaults, product brochures etc.). Even though these services may not 
generate cash-flow as such and could thus be viewed as only costs, they do generate indirect 
sales and competitive advantage. 
The services in the second sub-category represent another company function that is often 
viewed as a necessary evil, administration. Many Administrative Services are offered free of 
charge and the level of customization is mostly low. However, servicing one customer more 
requires an increased effort, and they are thus not completely scalable, and some of them can 
involve a level of customization. According to the proposed categorization, they are divided into 
four sub-categories: Administration out-tasking (outsourced administration), Customized 
administrative services, General administrative services and Billing services. 
The third sub-category, Financing Services, has the highest level of customization and 
cash flow potential of the category of Customer Interface Services. Financing services can in 
some industries also be significant sources of competitive advantage and differentiation. They 
are often directly linked to tangible offerings, and in some cases even bundled with them. The 
financing services are divided into six second level sub-categories: Insurance and warranty, 
Additional insurance service (not accounting for legally required minimum insurance that can be 
viewed as a part of the basic assumed services provided with the product sale), Extended 
warranty (same as previous), Monetary financing service (monetary loans for customers when 
investing etc.), Rental (keeping ownership of produced tangible offering while renting it out to 
customers) and Lease (non-tangible components included, e.g. leasing temporary workers for a 
customer etc.). 
The fourth and final sub-category of Customer Interface Services is Sales Services. These 
services are performed by the sales functions in the sales phase and provide customers with 
additional information and/or assurance. They are usually free of charge and aim at leading to 
sales of other services, solutions or products incurring as a result. The sales services are often 
rather standardized but each customer requires additional effort. Sales services can be divided 
into four types: Cost-benefit analysis, Standard product demonstrations, Benefit visualization, 
and Expert sales service. 
 
Operative Services 
The Operative services category (see Table 6) includes traditional industrial services that 
often constitute(d) the biggest share of services, especially in quantity, since many of these 
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services have a rather limited scope (e.g. spare parts), but in many cases also in terms of 
cumulative cash flow. The services in this category are very closely linked with the tangible 
offering, and can include also a tangible part. They are aimed at ensuring promised functioning 
of a product across its entire lifecycle. However, these services do not aim at developing the 
offering or the customer’s business to a new level, only acquiring the promised level of 
operations. The level of customization varies. Operative services are divided into four sub-
categories: Basic Operative Lifecycle Services for the Installed Base, End of Product Lifecycle 
Services, Supply Management and Warehousing, and Maintenance Services. 
Table 6 
 
Operative Services 
 
Operative Services 
  
Basic Operative Lifecycle Services for the Installed Base 
Product documentation service 
Spare parts or consumables 
Technology startup/shutdown service 
Installation services 
Basic control solutions (automation) 
Repair service 
Basic operative lifecycle service packages 
Inspection and diagnoses services 
Overhauls 
  
End of Product Lifecycle Services 
Recycling service 
Disposal 
Cleaning services 
Product pick-up from the customer's site 
  
Supply Management and Warehousing 
Warehousing services for own-manufactured products 
Supply services 
Spare parts or consumables management 
Just in time delivery 
Product transportation/delivery service 
  
Maintenance Services 
Preventive maintenance 
Planned maintenance activities 
Predictive maintenance 
Transactional maintenance services 
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The first sub-category of Operative Services includes the most traditional basic industrial 
services, the Basic Operative Lifecycle Services for the Installed Base. Some of these services 
are taken for granted by customers and often provided free-of-charge. This group consists of the 
Product documentation (manuals, product descriptions etc.). Another type of services included in 
this category is the services aimed at starting the product operation: Installation services, 
Technology start-up/shutdown service and Basic control solutions (automation). The third group 
is concerned with keeping the operation of the sold, delivered and started up product running. 
These services are Spare parts and consumables, Inspection and diagnoses services, Repair 
service, Overhauls, and Basic operative lifecycle service packages (a combination of any of the 
other groups of services in this category). 
End of Product Lifecycle Services represents a group of services that are required when 
the product originally sold is no longer useful for the customer in its original use. These services 
include Cleaning services, Product pick-up from the customer’s site, Disposal, and Recycling 
services. Some companies are specialized in these sorts of industrial cleaning and recycling 
services, but for most companies it is a small part of the lifecycle services offered to customers.  
Supply Management and Warehousing Services consist of storage and logistics services 
provided either when selling the original product or during its useful life in support of customer’s 
operations. The first sub-group, Warehousing services for own-manufactured products, consists 
of all sorts of storage solutions for own manufactured products, spare parts, or consumables. 
Supply services, Just in time delivery, and Product transportation/delivery service, are all basic 
logistics services aimed at moving tangible products from place A to place B. Supply services 
have a slightly larger focus with the possibility to include the tangible asset as part of the 
package. The last sub-group, Spare parts or consumables management, consists of storing, 
delivering, and planning own manufactured spare part or consumables dispatches. The difference 
to the other services in this category is the planning and management aspect in a longer time 
frame. An example of this category is the Vendor Managed Inventory, where the customers’ 
spare parts or consumables inventory is fully managed by the original equipment manufacturer, 
who thus gains direct access and inside view to the customers’ operations, and possibly benefits 
from this connection and understanding in other areas as well. 
The Maintenance Services sub-category consists of maintenance services with different 
operating logics. These are: Transactional maintenance services, Planned maintenance activities, 
Preventive maintenance, and Predictive maintenance. Transactional maintenance means the sort 
of maintenance that happens as a direct answer to demand; the maintenance is ordered and 
delivered as an individual action without a longer commitment from either side. Planned 
maintenance activities include, for instance, annual maintenance activities. Preventive 
maintenance aims at maintaining before actual problems occur. This is often executed through 
remote monitoring or inspections during normal operations through which the need for 
maintenance is assessed. Predictive maintenance has a similar logic, but includes observations 
continually taken from different customers and products that are used to predict the sequence of 
maintenance and reasons for possible future problems, that are then taken care of before any 
tangible signs of possible maintenance needs are visible. From the service provider perspective 
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maintenance is a different type of business depending on which type is offered: transactional 
maintenance service is operatively demanding due to its unpredictability, scheduled maintenance 
includes the least risks as both the required actions and cost are easy to calculate, preventive 
maintenance requires a particular remote control platform whereas predictive maintenance 
requires implementing advanced analytical methods. 
 
Improvement Services 
Improvement Services aim at developing, optimizing or improving customer processes or 
product function (see Table 7). The services are engineering or knowledge based, and require a 
deeper understanding of the customer’s business and processes than Operative Services. The link 
to the tangible offering can be rather versatile. These services are often related to either the pre-
sales phase (e.g. some research and development services), or the after sales phase (e.g. technical 
enhancement), but they can also be completely unrelated to the tangible offering sales process 
(e.g. business consulting services). The provider of most of these services could be viewed as the 
technical or process development expert, since what these services essentially sell is know-how 
that is aimed at making the technical solutions, processes, or business of the company more 
advanced, or more aimed at the goals mostly defined by the customer. 
Table 7 
 
Improvement Services 
 
Improvement services 
Research and Development Services 
Customized service development and prototype design 
Data collection and analysis 
Product customization service 
System design 
New product development 
Research and development oriented support 
New product testing 
Knowledge-based Services 
Process-oriented training 
Business consulting and training 
Technical training and consulting 
Administrative training (certificates, agreements etc.) 
  
Technical Enhancement Services 
System modification/modernization 
Enhanced control solutions (automation) 
Technology modification/modernization 
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Optimization Services 
Product optimization 
System optimization 
Process optimization 
 
The first sub-group of Improvement Services is Research and Development Services. 
These relate to developing new products, services, or systems, or customizing existing ones to 
the use of a specific customer. The key is that all of these services provide something as a result 
that has novelty value. The services in this group are mostly performed by the research and 
development department in the supplying company. Research and Development Services are 
divided into seven sub-groups. The Data collection and analysis sub-group refers to the acquiring 
and analyzing of data aimed at developing something new. It is often a base for providing the 
other Research and Development services. Customized service development and prototype 
design, Product customization service, and System design relate to customizing services or 
products to fit specifications of an individual customer, or developing the wider system 
consisting of both. New product development and new product testing relate to the design and 
testing of a product that is completely new, not just customized. Finally, the last sub-group, 
Research and development oriented support, consists of services supporting the customer’s new 
product or service development process, and is thus the only one where the result of the 
development does not necessarily relate directly to any offering provided by the supplier. 
Knowledge-based Services form the second sub-group of Improvement Services. These 
services consist of different sorts of training and consulting services, ranging from basic user 
training of a product to advanced business training. The four sub-groups are divided through the 
general topic area of the training and consulting. The groups are as follows: Technical training 
and consulting, Process-oriented training, Administrative training, and Business consulting and 
training. 
Technical Enhancement Services, along with Research and Development Services could 
be viewed as the traditional engineering services. The Technical Enhancement Services group 
consists of modernizations, modifications, and enhancements to the technology, system, or 
control solutions. These services are often performed, or at least designed by the engineering, 
research and development, or design departments in a company. These services occur in the 
after-sales phase. The three sub-groups are Technology modification/ modernization, System 
modification/modernization, and Enhanced control solutions (automation). The scope of 
development differs from the tangible products and automation, to the entire system (or a sub-
system). 
Optimization Services aim at process optimization in a small part of the process, a system 
within the process, or the entire process. These services can be short or long in duration 
depending on the scope of the optimization. They mostly occur in the after-sales phase and 
require a rather thorough understanding of the customers’ processes and the most important 
factors to optimize. These can be for instance costs, energy efficiency, shut-down minimization, 
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process duration minimization, or waste minimization, just to name a few. In the categorization, 
the Optimization Services are divided into three sub-groups according to their scope: Product 
optimization, System optimization and Process optimization. A particularly popular service 
concept in various industrial fields is energy optimization: the service provider helps the 
customer to optimize the operative process for less energy consumption. The same concept is in 
use from paper mills, airplanes, cargo and cruise ships to shopping malls.  
 
Network Services 
The fourth and final main group of the new industrial service categorization is Network 
services (see Table 8). These services are characterized by the width of their scope that makes 
the wider supply network considerations relevant. Examples of network services include 
outsourcing services, project management, performance guarantees, and services that provide a 
platform for cooperation and development amongst different customers and/or suppliers. Most 
network services include as part of the package services, that, when offered separately would be 
mostly located in the Operative services or Improvement services categories. Network services 
are divided into four sub-categories: Project-based customer’s supplier network services, Long-
term relationship-based supplier network services, Integrator focused supplier network services, 
and Platform-based network services. 
Table 8 
 
Network Services 
 
Network Services 
  
Project-based Customer’s Supplier Network Services 
Product leasing with operatives 
Short-term project management services 
Service for operating the product sold for the customer 
Expert labor hire 
  
Long-term Relationship-based Supplier Network Services 
Outsourcing separate functions/parts of functions  
Performance/output guarantees 
Full service contracts 
Full maintenance contracts 
Full outsourcing contracts 
  
Integrator Focused Supplier Network Services 
System integration  
Supply services for other manufacturers products 
Function co-ordination (e.g. purchasing) 
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Site lifecycle services 
Maintenance for similar products of other manufacturers 
   
Platform-based Network Services 
Complementing network services 
Network infrastructure providing services 
Network orchestrator services 
 
The first two sub-groups include services that are not aimed at integration per se, but 
involve such a deep relationship with the customer that taking into account the wider supply 
network is highly beneficial if not necessary. These services end up affecting several suppliers 
due to their scope, not by design. The third group, Integrator focused supplier network services, 
on the other hand, bases part of its value proposition on integrating the offerings of several 
suppliers. The fourth group is much founded in theory and consists of services that are based on 
a platform model. There are some actual examples of services in this category, but as of yet, they 
are rather few. This is a predicted development direction of industrial services, and is included as 
a separate category to incorporate the emerging type of services that aim at wider integration and 
cooperation networks.  
 
Discussion and Topics for Further Research 
In the empirical study the number of services in the empirical data sample was very 
satisfactory at 1638. There may be industrial service concepts that were not represented in the 
sample, but the amount and variety of services for the purpose of constructing the categorization 
model in this study was abundant. The low number of companies (seven) limits the external 
validity of the results, and further research could validate the model with a larger sample size of 
companies. The sample was deliberately biased towards large companies and the process 
industries market. Four of the seven companies in the sample served particularly the pulp and 
paper industry, which creates additional issues to generalizability. This bias was investigated and 
it came out that these companies did not form a distinct group in any data analysis compared to 
other companies included in the research. The key limitations of this research relate to the data 
being web-based. This data source puts limitations to the reliability of the results especially in 
regards to the exact number offered by a particular company. This has been partly countered with 
the interviews that confirmed that the findings represented the actual offerings well. The results 
should be looked at with taking into account these central biases and limitations.  The chosen 
focus of research was on the supplier-side and thus no customer-data was gathered. This 
approach was chosen because the first step in understanding the full scope of offerings is to get 
all of it structured.  
To make the data more confirmable, all the services and their classifications during the 
iterative process were recorded in excel format, and all interviews were recorded and transcribed. 
Triangulation procedures were implemented to enhance reliability and validity of data and thus 
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the constructed categorization. There included using several data sources for the desk study, nine 
interviews and a workshop with case companies, as well as through ten discussions with service 
categorization and offering expert academics that pointed out areas of further development in the 
beginning of the process, and gave their confirmation for the solidity of the structure of the 
categorization in the final stages. The interviews and workshop helped in assessing the extent to 
which the web-based offerings corresponded to the actual complete offerings of the companies. 
The interviewees also tested the COIN categorization of service concepts with concepts that they 
thought hardest to fit into the structure. The feedback was very encouraging with interest on 
applying the model in practice high and the logic of the model thought of as solid unanimously. 
The constructive comments were taken into account in the final iterations of the categorization.  
Even though the data and methodology applied presents clear limitations to the reliability 
and generalizability of the results, there are important initial findings that would benefit from 
further research. As marked by Jacob and Ulaga (2007), servitization literature and its 
classification schemes are methodologically limited mostly to exploratory research and case 
studies, with very small quantities of qualitative data. Thus, the data-intensive approach used in 
this research provides novelty value to the industrial service categorization research. The data 
provides ample possibilities for further research based either on qualitative or quantitative 
analysis. 
Industrial services offering analysis based on the model contributed interesting findings. 
For example, network services represent a growing group with the most future growth potential. 
Customer interface services are often taken for granted but may deserve growing attention as a 
potential way to differentiate and to connect more closely to the customers processes. Another 
interesting avenue for further research would be an industrial service provider categorization 
based on the division of services between the categories of the COIN categorization. This study 
gave some insight into the portfolio strategy of the case companies that will be analyzed further.  
Further research should also focus on the customers in terms of how they perceive the offerings 
and their marketing - does a better structure mean better communications? 
 
Conclusions 
The COIN categorization is a readily applicable portfolio structuring tool for the 
development, management and marketing of industrial services.  It can be used to compare 
company offerings within or across industries, and to construct competitor analyzes. From a 
theory perspective the COIN categorization links categorization models closer to industry 
practice and introduces the emerging network research stream into the model.  It is a rigorous 
example of a data-based construction of industrial service categorizations due to the thorough 
analysis and iterative implementation of a large empirical service data sample.   
By helping to provide an understanding of what is offered and what could be offered, it 
increases the chances of implementing a successful servitization strategy. 
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Executive Summary 
Manufacturing firms develop and introduce service innovations to achieve a competitive 
advantage and differentiate their market offerings. The installed base of products becomes a 
platform for selling services hence improve their corporate revenues. Previous research has 
supported a number of hypotheses about how new product development (NPD) and new service 
development (NSD) should be performed – but do these findings for NPD and NSD hold for 
NSD in manufacturing firms? The hypotheses about NSD in manufacturing firms that were 
tested in this study concern the role of the NSD strategy, how to use resources, how to organize, 
and the development process to use. A survey was performed on 785 NSD projects, including 
both manufacturing and service firms. The paper provides five propositions about NSD in 
manufacturing firms concerning how to succeed with service innovation. 
 
Introduction 
Many manufacturing firms introduce service innovations to satisfy customer needs and 
grow their business (Gebauer, Gustafsson, & Witell, 2011; Bettencourt & Brown, 2013). For 
these firms, the installed base of products acts as a platform for selling services to utilize the 
entire life cycle of the products to increase profits (Wise & Baumgartner, 1999). On the basis of 
the identification of value for the customer, manufacturing firms develop new services and use 
different value constellations for service provision (Kowalkowski, Witell, & Gustafsson, 2013). 
Theoretically, these services should be developed in a state-of-the-art new service development 
process (Gebauer, Krempl, Fleisch, & Friedli, 2008; Kindström & Kowalkowski, 2009); 
however, what should this process look like? Previous research confirms several important 
hypotheses about how new product development (NPD) (Griffin, 1997) and new service 
development (NSD) (Menor & Roth, 2008; Edvardsson, Meiren, Schäfer, & Witell, 2013) should 
be performed – but do these findings hold for NSD in manufacturing firms? 
To achieve a competitive advantage, manufacturing firms need to innovate both products 
and services (Gebauer, Gustafsson, & Witell, 2011). Given increasing competition, 
manufacturing firms are emphasizing the development of new services (Wise & Baumgartner, 
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1999). Using service differentiation as a competitive advantage requires the formation of new 
service capabilities (Prahalad & Hamel, 1990), the development of service strategies (Gebauer, 
2008), and knowledge of how to organize for NSD (Fischer et al., 2010). However, our scientific 
knowledge on NSD in manufacturing firms relies on a few conceptual contributions (Kindström 
& Kowalkowski, 2009), case studies (Gebauer, 2007), and cross-sectional surveys (Santamaría et 
al., 2012). Many of these studies viewed NSD as a strategic maneuver for manufacturing firms 
interested in services and treat NSD rather superficially. The present study aims to provide 
additional knowledge about NSD in manufacturing firms summarized in a set of propositions on 
how to successfully develop and introduce service innovations. 
An empirical study was performed to investigate the validity of previous findings of NPD 
and NSD for NSD in manufacturing firms. A survey was performed on 791 NSD projects, 
including both manufacturing and service firms. The results show that NSD in manufacturing 
firms is treated in a step-motherly manner. Often, no special unit for NSD exists, a service 
development strategy is missing, and the NSD process is either not used or was adopted from the 
product development process. The possibility of succeeding with service innovations in 
manufacturing firms in the long run under such conditions seems impossible or even a certain 
road to failure. 
 
Theoretical Framework 
 
NSD in Manufacturing Firms 
Windahl and Lakemond (2006) claimed that the research on NSD focuses solely on the 
service sector, underexposing NSD that occurs in the manufacturing industry. Moreover, most 
research on NSD focuses on consumer markets rather than industrial markets. However, 
exceptions exist, such as Atuahene‐Gima (1996) who suggests that service and manufacturing 
firms should focus on similar factors for improving their innovation performance. De Jong and 
Vermeulen (2003) argued that organizing NSD is an important topic for decision makers in both 
service and manufacturing firms. However, a service innovation builds on a different logic than a 
product innovation. This fact forces manufacturing firms with a challenge to manage different 
innovation logics and development processes. Product innovation concentrates on changes in 
product characteristics, while service innovation involves changes in the delivery process and 
client interface (Gebauer et al., 2008). Much knowledge exists on the innovation logic for 
product innovations and the NPD process. Reviewing the research on NSD in manufacturing 
firms shows a knowledge gap on what contributes to success with service innovation in the NSD 
process of manufacturing firms.  
The existing literature offers a number of conceptual papers and case studies focusing 
solely on what manufacturing firms are doing to succeed with NSD. The biggest challenges this 
literature identifies for NSD is how to perform and organize NSD in manufacturing firms. 
Gebauer and colleagues in a series of papers studied NSD in manufacturing firms to explore the 
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antecedents to the development of customer services (CS), product-related services (PRS), and 
customer support services (CSS) in the capital goods sector. While certain services such as repair 
and maintenance should be developed as a part of the NPD process, other services should be 
developed separately from the product. In the present paper, we focus on service innovation 
taking place outside the NPD process. Gebauer and colleagues (2011) later discussed how 
manufacturing firms find it difficult to combine product and service innovation as focusing on 
either product or service innovation is more profitable. As a result, manufacturing firms should 
establish separate NSD processes which take the specific characteristics of service innovation 
into consideration. 
Ida Gremyr and her co-authors found that service innovations often are recombinative 
innovations (Gremyr et al., 2010) suggesting the NSD process must support how to bundle 
different services and service characteristics into an offering. In addition, new services often go 
through a series of innovation modes such as improvements or formalization before reaching the 
market (Gremyr et al., 2014). This suggests that the NSD process must be flexible to deal with a 
wide range of activities depending on the innovation mode of the service. Additionally, Daniel 
Kindström and his co-authors wrote several papers on NSD and suggested alternative 
development processes for performing NSD projects (Kindström & Kowalkowski, 2009). In 
particular, Kindström and Kowalkowski (2009) suggest that the NSD process need to extend 
further into the market introduction of the new service.  
 
Strategy, Resources, Organization, and Development Process 
The key for successful service development in manufacturing firms is to provide project 
managers with the right prerequisites for NSD (Edvardsson et al., 2013). In the present paper, we 
investigate four such prerequisites and their role in manufacturing firms. The four prerequisites 
are related to (1) strategy, (2) resources, (3) organization, and (4) development process. Previous 
research on NPD and NSD argue that these four prerequisites are important to succeed with NSD 
in manufacturing firms. The basic logic is that the NSD strategy should provide goals for the 
development project and make sure that the development team has the right resources at the right 
time in the development process. Using an integrated development team representing different 
competences should enable a firm to use employees’ skills and capabilities. Finally, following a 
formalized development process based on a stage-gate model should improve the performance of 
the development project. 
Johne and Storey (1998) suggested that one key strategic factor is to have a clear strategy 
for new services to guide the development work. Edvardsson et al. (2013) also emphasized that a 
NSD strategy is a key to success for service innovation. But, then ask the question as to what 
does this really mean? Menor and Roth (2007) suggested that the NSD strategy aligns the overall 
business strategy with new services and their delivery systems. De Jong and Vermeulen (2003) 
also suggested that a new service should be part of a NSD strategy and include an identified 
target market and have a key role in the company’s future. Having a NSD strategy is the most 
important factor for succeeding with NSD projects. In service firms, managers often 
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underestimate the role of having a NSD strategy and fail to align it with the organization’s 
resources and capabilities (Edvardsson et al., 2013). In particular, when the development time is 
short and resources are limited, the NSD strategy becomes even more important because of the 
small window of opportunity that exists to influence the new service.  
Another key strategic factor for NSD in manufacturing firms is how to obtain resources 
to develop new services. Many manufacturing firms experience an imbalance between a business 
strategy that focuses on service innovation and scarce resources to achieve this goal (Gremyr et 
al., 2010). Statistics on the information technology industry show that, although services 
comprise approximately 45 percent of revenues, expenditure on NSD is estimated to represent 
only 5 percent of total R&D budgets (Wood, 2007). Instead of focusing on the total amount of 
resources for NSD, we focus on how to best utilize existing resources in the development 
process. Menor and Roth (2007) suggested that since a NSD project includes such diverse 
resources, using them in the right stage of the development process is a difficult decision for a 
project manager. As a consequence, a key issue is when to best use scarce resources in the NSD 
process. For manufacturing firms, using more resources in the early phases of the NPD process is 
often emphasized; however, when should resources be used in NSD for manufacturing firms? 
The use of integrated development teams was emphasized in both the NPD and the NSD 
literature as a key strategic factor. In NPD, Schilling and Hill (1998) suggested that integrated 
development teams increase the likelihood of development success. Similarly, Sundbo (1997) 
pointed out the importance of integrated development teams in NSD. The different competences 
of the personnel provide a variety of resources and knowledge needed to succeed with a NSD 
project (Edvardsson et al., 2013). The integration of product and service innovation is key for 
manufacturing firms suggesting that integrated development teams are critical for success 
(Gebauer et al., 2008; Carlborg et al., 2013). Fischer et al. (2010) suggest that the competence of 
sales should be included in any development team, while Melton and Hartline (2010) suggest 
that frontline personnel should be included in the later phases of the NSD process.  
Gebauer et al. (2006) identified a clearly defined NSD process as key to achieving high 
service revenues for manufacturing firms. Fischer et al. (2010) suggested an alignment of the 
NSD process with the service strategy; however, NSD processes in manufacturing firms seem to 
remain unsystematic (Gebauer, 2007). Gremyr and colleagues (2014) suggest that manufacturing 
firms are better at standardizing the NSD process when such standardization is performed 
separately from the NPD process. This is because when NSD is performed in the NPD process it 
follows the engineering tradition and such a process is often not suited for the activities 
performed in the NSD process. Specific models for NSD in manufacturing firms suggest fewer 
stages where the later stages extend into market introduction and sales (Kindström & 
Kowalkowski, 2009). Although the research on the development of specific models for NSD 
recently received increasing attention, several authors underlined the rare availability of NSD 
processes to be used as reference in a manufacturing firm.  
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Research Methodology 
 
Sample 
We performed an empirical investigation of NSD (n=791) in service and manufacturing 
firms in Germany (n=202), Sweden (n=216), and Switzerland (n=373). The research team 
generated a list of service and manufacturing industries eligible for the empirical investigation 
and then decided on rules for conducting the study within the three countries. The firms in the 
sample belong to industries such as banking, insurance, health care, hotels, transport, rental 
accommodation, and real estate, as well as machinery, plastics, pulp and paper, and electrical 
components. An analysis of the participating firms showed that approximately 239 firms were 
from manufacturing industries and 552 firms originated from service industries. The sample 
represented German, Swedish, and Swiss firms. 
Respondents were managers who were involved in NSD. Mostly respondents had an 
experience of more than fifteen years with their current organization, representing sufficient 
NSD experience. As an incentive to fill out and return the questionnaire, respondents were 
promised an executive summary of the major findings of the study. Reminders were sent to non-
respondents one and two weeks after the initial mailing. This yielded a response rate of 13 
percent, which is in line with other cross-sectional studies of NSD, see Melton and Hartline 
(2010) and Griffin (1997).  
 
Questionnaire and Measures  
The questionnaire was developed to capture managers’ NSD experiences. The items in 
the final questionnaire were generated through a literature review, discussions with managers, 
and reviews of existing scales for NSD. The questions were pre-tested with five research experts, 
followed by a pilot study with a subset of service firms. The final questionnaire included several 
items divided into five areas covering the context of NSD, organizational aspects of NSD, the 
NSD process, customer integration in NSD, and performance of NSD (Edvardsson et al., 2013). 
Following Churchill (1979), existing scales for the different constructs were adopted, 
modified, and extended whenever possible. The items for the constructs on integrated 
development teams were adapted from Joshi and Sharma (2004). Several items for the 
formalization of the service development process, service strategy were adapted from previous 
studies of service development in Germany and are similar to the items used in Edvardsson et al. 
(2013). The construct for use of resources was developed through a cluster analysis to identify 
how a manufacturing firm utilizes resources during the different phases of the development 
process. The use of resources is a two-level variable representing allocation of resources in the 
early phases of the development process and allocation of resources to the late phases of the 
development process. The constructs for service development performance were adapted from 
Moorman and Rust (1999). The Cronbach’s alphas for all constructs in this empirical 
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investigation are higher than 0.6 (Nunnally, 1978), a level that is sufficient for exploratory 
research, see Table 1. 
 
Table 1 
 
The Core Constructs and Items Used in the Study 
 
Service development strategy (single item) 
Does the firm have an explicit strategy for service development (new and existing 
services)? 
Use of resources (single item) 
Use of resources early or late in the development process? 
Integrated development teams (alphaservice=0.62; alphamanufacturing=0.63; Joshi 
and Sharma, 2004) 
Our projects are comprised of individuals drawn from a number of different 
functional areas. 
In our organization, functional areas are viewed as resource pools from which to 
draw personnel for cross-functional teams 
Our project teams are given a budget and have specific responsibilities in terms of 
service development. 
Formalized service development process (alphaservices=0.70; 
alphamanufacturing=0.67) 
How important do you consider the following steps at the development of services? 
We have a formalized process for new service development with detailed task 
descriptions. 
NSD performance (alphaservices=0.86; alphamanufacturing=0.83; Moorman and Rust, 
1999) 
Relative to your service development objectives, how are your new services 
(launched in the last three years in the market) performing in terms of … 
Costs? 
Sales? 
Customer satisfaction? 
Profitability?  
Market share?  
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As the study was conducted in Germany, Sweden, and Switzerland, the questionnaire was 
in German, French, and Swedish. The first agreement was made on an English version of all of 
the items, which was then translated to Swedish, German, and French. Then, the German, 
English, French, and Swedish questionnaires were compared to assure that the questions meant 
the same in all four languages. The participants in the research team spoke at least three of the 
languages used in the questionnaires enabling such an approach. If the meaning of a question 
was lost in translation, a discussion ensued regarding its meaning and a change was made to the 
questionnaire before agreeing on the final version. 
 
Results 
First, descriptive statistics and a number of similarities and differences between NSD in 
manufacturing and service firms are presented. In this study, approximately two-thirds (65 
percent) of new services are developed within nine months or less using a development team of 
five persons, and no difference exists between manufacturing and service firms. Also, no 
significant differences can be found regarding the success rate of new offerings. During the last 
three years, each firm has developed about seven offerings and three of them survived the first 
year on the market. 
The analysis of sources for new services reveals that customers are the main source of 
ideas in both industries, followed by employees. Some ideas come from competitors and 
suppliers, whereas consultants, academia/research, and other markets appear to play a minor role. 
Relative to service firms, manufacturing firms to a higher degree get their ideas for new services 
from customers (p<0.1), whereas consultants are more common for service firms (p<0.05). 
Manufacturing firms, more frequently than service firms, include customers in all phases of the 
NSD process. One explanation for this phenomenon is that manufacturing firms are often 
equipment manufacturers with long-term, stable business relationships with their customers 
(Bruhn & Stauss, 2009). The empirical investigation shows that customers play a more important 
role in manufacturing firms than in service firms with respect to idea generation. In other phases 
of the NSD process, no significant differences exist.  
Overall, 67 percent of the firms stated that they have an explicit strategy for NSD. A one-
way ANOVA shows a statistically significant difference between manufacturing and service 
firms (F=25.2; p<0.01). 72 percent of the service firms have a NSD strategy while only 54 
percent of manufacturing firms have an explicit NSD strategy. The analysis of NSD reveals that 
two-thirds of development projects use integrated development teams and an external partner 
develops approximately ten percent of the services. The use of a specialized organizational unit 
for NSD is less common for manufacturing firms than for service firms (p<0.05). Eighteen 
percent of the service firms have an organizational unit for NSD, whereas only 11 percent of the 
manufacturing firms have such a unit.  
A general linear model was estimated separately for manufacturing and service firms. 
The factors included in the two models explain 7 and 13 percent of the variation in service 
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development performance. For service firms, the key strategic factors are a service development 
strategy, with a regression coefficient of 0.22 (p<0.05), followed by 0.11 (p<0.05) for integrated 
development teams and 0.07 (p<0.05) for a formalized service development process. In contrast, 
for manufacturing firms, the key strategic factors are a service development strategy, with a 
regression coefficient of 0.42 (p<0.01), followed by 0.31 (p<0.05) for use of resources. Neither 
the use of integrated development teams nor a formalized service development process has an 
effect on service development performance for manufacturing firms; see Table 2.  
Table 2 
 
General Linear Models for Service Development Performance for NSD in Service and 
Manufacturing Firms 
 
 Service Firms Manufacturing Firms 
Service Strategy 0.22 (p<0.05) 0.42 (p<0.01) 
Formalized Service 
Development Process 
0.07 (p<0.05) 0.09 (ns) 
Integrated 
Development Teams  
0.11 (p<0.05) 0.004 (ns) 
Use of Resources 0.15 (ns) 0.31 (p <0.05) 
   
F 5.3 (p<0.01) 4.95 (p<0.01) 
R2 0.07 0.13 
 
 
Discussion and Conclusions 
 
Propositions on NSD in Manufacturing Firms 
This research study provides basic knowledge on NSD projects in a manufacturing firm. 
In general, a development team of five key personnel runs a NSD project in a manufacturing 
firm during the nine to twelve months time frame needed to complete the process.  
Approximately fifty percent of surveyed manufacturing firms do not have a NSD strategy 
and struggle with scarce resources. Based on our analysis, a number of propositions about NSD 
in manufacturing firms are introduced to enable a contrast to the existing knowledge about NPD 
and NSD. The starting point is that the knowledge developed in the literature on NPD and NSD 
do not hold for NSD in manufacturing firms; see Table 3. The central role for the development 
process and the integrated development team in NPD and, to a certain extent NSD, does not 
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transfer to NSD in manufacturing firms. The subsequent section provides a number of 
propositions on how NSD differs in manufacturing firms. 
 
Table 3 
 
Comparison of Development Practices 
 
 New Product 
Development 
NSD in 
Manufacturing 
Firms 
New Service 
Development 
Development strategy 74%  54% 72%  
Development process Large effect No effect Small Effect 
Integrated development team Large effect No effect Small effect 
Use of resources in the 
development process 
Fuzzy front end Resources later in 
process 
Does not matter 
 
Research suggests that services simply happen and, to some extent, this is consistent with 
how services are added in manufacturing firms. Very seldom does NSD start from scratch and 
end with the creation of a successful service. Instead, a service goes through a number of 
innovation modes before entering the NSD process (Gremyr et al., 2010). Numerous cases exist 
to illustrate how technology-based service innovations originating in the NSD process later failed 
in the basics; in other words, they failed to co-create value-in-use for customers’ businesses. To 
overcome this situation, many manufacturing firms develop and test new services together with 
customers in their business processes. When the service works and creates value for one 
customer, a higher probability exists that the service is replicable for other customers and that it 
succeeds in the market – indicating the right time to introduce the service into the NSD process, 
start a formal development project to standardize it, form a service business model, and introduce 
the service into the market.  
Proposition 1: New services do not appear in a NSD process; they are co-created in a 
customer relationship. 
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The use of a formalized development process has a significant effect on NPD  compared 
to a smaller effect on NSD, and no effect on NSD in manufacturing firms. The stage-gate models 
used in manufacturing firms for NSD were initially developed for NPD projects and are not well 
suited for small-scale NSD projects. This situation provides two scenarios: (1) a formalized NSD 
process is not used in practice or (2) a formalized NSD process is used and hampers the 
performance of NSD in manufacturing firms. Both scenarios explain why a formalized NSD 
process does not improve NSD performance in a manufacturing firm. Introducing a NSD process 
built on service logic with fewer stages and activities that support the development of a service 
concept is needed to succeed with NSD. 
Proposition 2: Formalization of the NSD process has no effect on NSD performance 
unless built on service logic. 
Because manufacturing firms often invest significant resources in the NPD process and 
engineers are familiar with the stages and gates of this process, the execution of NSD is often 
integrated into the NPD process. Manufacturing firms add activities and evaluation criteria 
related to services in the gates of the NPD process to integrate product and service development. 
This integration often treats NSD in a step-motherly fashion in which the service is developed 
following a goods logic only suitable for NPD. Consequently, the service is developed as a 
skunk work, only using the integrated development process to play the political game and pass 
the gates. Gremyr et al. (2014) showed that, under such conditions, NSD is performed on an ad 
hoc basis within the NPD process.  
Proposition 3: Integration of NPD and NSD leads to NSD following a goods logic. 
The reality of NPD is that resources should be moved from the later phases toward the 
early phases of the NPD process. However, both service developers and customers have 
difficulty understanding value-in-use during the early phases of the development process. The 
intangibility of services seems to require resolution before value-in-use is understood and 
resources are used to operationalize the service concept. The lack of search attributes and the 
reliance on experience and credence attributes (Nelson, 1970; Darby & Karni, 1973) explain the 
low effect of using too many resources before the service reaches the development or design 
phase of the NSD process. In practice, this means that it easier to develop services later in the 
development processes, as development personnel understand service characteristics when they 
observe them. Because resources are scarce, how they are used is critical to the success of the 
development of new services in manufacturing firms. 
Proposition 4: Allocation of resources to the later phases of the NSD process has a 
greater effect on NSD performance than allocation of resources to the early phases of the NSD 
process. 
NSD projects are performed as a strategic activity with short development times, which 
creates implementation problems at local service providers and market introduction issues 
related with new services. In practice, an ideal service is developed that does not fit the actual 
setup of local service providers. Kindström and Kowalkowski (2009) attempted to resolve this 
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issue by extending the NSD process into service provision. They suggested that the NSD process 
consists of four stages: market sensing, development, sales, and delivery. Extending the 
responsibility of the NSD team into sales and delivery is an important step and requires 
organizational and development process changes. Because resources are scarce, starting to use 
resources for market introduction, sales, and delivery in the later phases of a NSD project is 
important. The lead-time for NSD is short relative to NPD; however, the market introduction 
time for a service is long compared with that for products. 
Proposition 5: Many services fail because market introduction and service operations 
are not included in the NSD process. 
 
Theoretical Implications 
This empirical investigation into European firms highlights several similarities and 
differences in NSD practices between manufacturing and service firms. First, this empirical 
investigation strengthens the view that a NSD strategy is missing in many firms. Previous 
research showed that a NSD strategy is the key success factor for NSD and the present research 
shows that the effect of a NSD strategy on NSD performance is stronger for manufacturing 
firms.  
Second, the use of a formalized development process has an effect on service firms, 
whereas no such effect was found for NSD in manufacturing firms. This result is in contrast with 
Gebauer et al. (2006) that identified a formalized NSD process as a key success factor for 
manufacturing firms. Arguably, the missing effect of a formalized NSD process is explained 
through the use of the NPD process also for NSD projects. Stage-gate models used for NPD are 
rigid with gates that enable the NSD project to be evaluated in several dimensions. Using such a 
rigid process hampers the development of services and negatively influences NSD performance.  
Third, the use of resources is a key success factor for NSD performance in manufacturing 
firms. Thus, using more resources in the later phases of the development process is critical to 
succeeding with NSD. One explanation is that engineers have problems with the intangibility of 
services and that when a service concept (Goldstein et al., 2002) is first established; the 
competence of engineers can be utilized in an efficient manner. This explanation contrasts with 
the emphasis placed on both product development and service development when a trend exists 
to put more resources into the fuzzy front-end of the development process. 
 
Limitations and Further Research 
Although this study has its merits, it also has limitations. The results of this study are 
based on a cross-sectional empirical investigation of NSD in Germany, Switzerland, and 
Sweden. A number of key items of NSD were focused on; however, others were excluded from 
the study. Forthcoming studies need to cover additional items that are relevant to both NSD in 
service and manufacturing firms. In addition, the operationalization of a NSD strategy as a single 
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item draws attention to the existence of a NSD strategy, whereas further research should focus on 
the content and use of a NSD strategy. 
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To Automate or not to Automate? Is that the Question? 
 
Sangeeta Singh, BI Norwegian Business School 
 
Executive Summary 
Managers fear that not only are consumers less satisfied and loyal when they use 
technology-based interfaces but that increased satisfaction may not necessarily result in higher 
loyalty. The underlying assumption is that technology is responsible for differences in evaluative 
processes used to judge electronically provided services, which affects customer satisfaction and 
loyalty and the link between the two. We bridge the gap in services literature by comparing an 
existing model of loyalty across three different interface types- human, automated phone, and 
Internet- to find support that technology does not alter the established relationships. The study 
contributes by identifying the role of technology in these relationships and the relative 
importance of constructs in predicting loyalty. 
 
Introduction 
Automation (service provided through technology) reduces labor costs when it substitutes 
interpersonal customer service (e.g. Federal Express’s package tracking on the Internet), 
increases customer satisfaction when it provides service when and where the customer wants 
(e.g. online banking that gives 24-hour service) and creates new channels to reach customer 
segments that were not previously accessible (e.g. Amazon’s ability to sell to worldwide markets 
through its website). Despite the listed advantages of automation, one of the concerns of service 
providers that use interchangeable interfaces (human and technology-based) is how technology 
affects the buyer-seller relationship. Managers fear that not only are consumers less satisfied and 
loyal when they use automated interfaces but even increased satisfaction may not necessarily 
result in higher loyalty (Shankar, Smith, & Rangaswamy, 2003). The predominant underlying 
assumption in this reasoning is that technology is responsible for differences in evaluative 
processes used to judge electronically provided services. While it seems reasonable that 
technology influences consumer satisfaction and, consequently, loyalty (Liljander, Gillberg, 
Gummerus, & Riel, 2006; Meuter, Ostrom, Roundtree, & Bitner, 2000), evidence exists that it 
does not (Selnes & Hansen, 2001).  
A logical way to assess whether automation affects customers’ satisfaction and ensuing 
loyalty would be to compare the relationship between satisfaction and loyalty across different 
human and technology-based interfaces. But few studies do this. We bridge this gap in the 
services literature by comparing an established model of the relationship (Johnson, Gustafsson, 
Andreassen, Lervik, & Cha, 2001) across three different interface types- personal, automated 
phone, and Internet. Replication research is advocated in the advancement of knowledge because 
it ascertains external validity and helps generalize findings to other populations (e.g. from one 
country to another country) or generalizations across subpopulations (e.g. different user groups 
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like frequent and infrequent users). It is the latter type of external validity that contributes to 
theory refinement (Easley, Madden, & Dunn, 2000a) and is vital to scientific progress 
(Evanschitzky & Armstrong, 2010; Evanschitzky, Baumgarth, Hubbard, & Armstrong, 2007). 
We use it to demonstrate that the relationships between satisfaction and loyalty in services 
marketing are generalizable to different subgroups of the population. We focus the replication on 
the core of the model even though the original Johnson et al (1999) model also includes 
corporate image, price and quality. We do not include these in developing our hypotheses as we 
are only interested in the relational aspects of loyalty. However, we do analyze the full model to 
make sure that the data replicates established relationships. Lisrel analysis on three subsamples 
based on consumers’ preferred interface type with the service provider demonstrates that the 
relationships between the chosen constructs remain unchanged. The study contributes to services 
literature by identifying the role of technology in established relationships and ascertains the 
relative importance of different drivers of loyalty.  
A subscription or membership service setting, where the consumer subscribes to gain 
access to the service is used for the purposes of our study. Subscription service providers sell 
periodic recurring services rather than individual ones to a known constellation of users. Some 
examples of such services are cell phone subscriptions, internet providers, fitness clubs, and 
financial institutions. Using a subscription service to demonstrate that consumers remain loyal 
despite the opportunity of switching easily (technology enables service users to compare 
alternatives easily), makes our claim even stronger: that it is the satisfaction with the service 
rather than the technology that is responsible for loyalty. 
We begin with a description of drivers of loyalty and the relationship between them, 
followed by a discussion of automation’s impact on these drivers to develop hypotheses. The 
subsequent sections describe the study, analyzes and results. The paper concludes with a 
discussion of the contributions and managerial implications of the findings. 
  
Established Drivers of Customer Loyalty 
Customer satisfaction is the most recognized driver of customer loyalty (Johnson et al., 
2001). It not only impacts repurchase intentions (Anderson & Sullivan, 1993), retains customers 
(Bolton, 1998), and secures future revenues (Fornell, 1992; Rust, Zahorik, & Keiningham, 1995) 
but, also reduces the cost of future transactions (Reichheld & Sasser, 1990). Although the 
literature supports the link between customer satisfaction and loyalty, other drivers like customer 
commitment may complement this relationship (Evanschitzky, Iyer, Plassmann, Niessing, & 
Meffert, 2006; Johnson et al., 2001; Morgan & Hunt, 1994). Commitment  is a construct in 
marketing typically used to explain the relational exchanges between buyers and sellers (Dwyer, 
Schurr, & Oh, 1987). It is conceptualized to reflect a desire (affective), a need (calculative) and 
an obligation (obligatory) to maintain a relationship with the organization (Meyer & Allen, 
1991). Most studies in services marketing employ only two of these three dimensions- the 
affective and the calculative one, which are differentiated by underlying motives (Geyskens, 
Steenkamp, Scheer, & Kumar, 1996). Affectively motivated commitment is a desire to continue 
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the relationship because of attachment and positive feelings for the partner.  Calculative 
commitment, on the other hand, is the need to maintain the relationship due to the perceived 
costs associated with its termination, or perceived switching costs associated with leaving.  
The relative importance of these drivers depends on the stage of the buyer-seller 
relationship. Loyalty develops in four sequential stages: cognitive, affective, conative, and action 
(Oliver, 1999). In the cognitive stage, consumers’ loyalty is based on attribute performance 
levels. Thus, satisfaction with performance is the relevant driver of loyalty. The affective stage 
of loyalty evolves from cumulatively satisfying usage situations that develop a ‘liking’ (or affect) 
for the brand or company. This is the stage when commitment develops and satisfaction has to 
take place in the phase before (cognitive) for the consumer loyalty to progress to the affective 
phase or for commitment to develop. Conative and action loyalty are behavioral intentions 
oriented. 
This sequential progression of loyalty and its related drivers, satisfaction and 
commitment, has been confirmed  (Dwyer et al., 1987; Johnson, Herrman, & Huber, 2006; Omar 
& Sawong, 2007) and shown to be the most likely one of all possible variations. What emerges 
from these studies is that satisfaction is an important driver of loyalty in the early stages of the 
relationship and commitment in the subsequent ones. However, commitment alone cannot drive 
loyalty so it is imperative that it be driven by satisfaction. That is, satisfaction is a necessary 
boundary condition for commitment to impact loyalty. Figure 1 presents the relationship between 
loyalty and its selected drivers. 
 
(Adapted from Johnson, Gustafsson, Andreassen, Lervik and Cha, 2001) 
 
Figure 1. Selected drivers of loyalty  
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Effect of Automation on Satisfaction 
Satisfaction depends on expectations about the service’s performance (Oliver, 1977).  
Self-serve gas stations, vending machines, automated teller machines, and automated phone 
services have existed for decades and consumers have become accustomed to service without 
service personnel being present. Online shopping itself has been around since the early 1990s. 
Consumers now know what to expect from services that involve a mechanical or an electronic 
interface. Since customers are used to automated services, they already have expectations of 
them. Hence, neither the satisfaction derived from automated services, nor the ensuing loyalty, 
should be sensitive to the interface type.  
One can argue that because consumers play a major role in co-creating services (Vargo & 
Lusch, 2004), their ability to operate the technology interface and their attitude towards 
technology could affect satisfaction. A positive attitude towards technology use has been shown 
to have a favorable impact on satisfaction (Dabholkar, 1996), whereas anxiety towards its use 
has an unfavorable impact (Meuter, Ostrom, Bitner, & Roundtree, 2003). However, the ubiquity 
of technology in consumers’ experiences requires that one examine aspects of technology that 
impact satisfaction. More recent research has shown  speed and accuracy of the technology 
(Collier & Kimes, 2013), technology error and its immediate resolution (Dabholkar & Spaid, 
2012) contribute to satisfaction. Thus, differences in satisfaction may not necessarily stem from 
the mere presence of technology, but from how well it is applied.  
Similarly, differences in satisfaction may emerge because of the type of services to which 
technology is applied. It has been shown that technology affected social bonds between service 
provider and customer only when the customer used services for operative purposes (low-
complexity services) but had no affect when used for both operative and consultative purposes 
(high-complexity services)  (Selnes & Hansen, 2001). Similar results were shown in a later study 
(Simon & Usunier, 2007) where technology did have a customer affect for simple services like 
cash withdrawal but not complicated ones like financial transactions. If it is the nature of the 
service rather than the technology that impacts satisfaction, then one should expect the drivers of 
loyalty to be the same regardless of the interface type. Technology may mean that the customer 
and the firm conduct their business in slightly different ways, but the business and the features 
that represent quality service (e.g. dependability, easy access, responsiveness, and flexibility) 
remain the same (Bitner, 2001).  
In addition, measures of customer satisfaction typically require customers to evaluate 
their overall experience with the service provider. Because of the ongoing nature of subscription 
or membership services, consumers accumulate perceptions of (previous) encounters that 
eventually determine overall satisfaction. Such a retrospective evaluation would be cumulative 
and include encounters with the service provider through different interfaces. Technology, 
therefore, is likely to be an integrative part of the customers’ evaluation and have no moderating 
effect on customer loyalty (as assumed in the literature). 
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Thus, we expect:  
 
Hypothesis 1: The drivers of loyalty, namely customer satisfaction, affective, and 
calculative commitment, and their relative importance in determining loyalty are the same for 
the different types of interface 
 
Hypothesis 2:  The relationship between the drivers of loyalty is the same for the different 
interface types. That is, affective and calculative commitment mediates the direct relationship 
between satisfaction and loyalty. 
 
Effect of Automation on Commitment 
Commitment reflects the bond, whether rational or emotional, between buyers and sellers 
(Johnson et al., 2001). As the relationship between buyer and seller evolves, the role of 
commitment increases in importance (Dwyer, Schurr & Oh, 1987, Oliver, 1999), thus these 
relational bonds are particularly relevant in subscription services which are continuous. It is 
assumed that automation results in consumers having less affective commitment with the service 
provider because of the impersonal nature of the interface and more calculative commitment 
because of the ease of an economic-based assessment of alternatives. 
The calculative behavior expected of consumers who use automated channels may be 
relevant for transactional services (e.g. hotel and airline booking) but does not necessarily hold 
true for those in subscription or membership ones. These consumers have a better offer that is 
only a mouse-click away (Internet has facilitated comparisons and thus reduced switching costs) 
and yet continue the relationship. This is because of the sequential progression of loyalty and its 
related drivers, satisfaction and commitment (Harris & Goode, 2004). Satisfaction is an 
important driver of loyalty in the early stages of the relationship and of commitment in the 
subsequent stages. In the early stages of a subscription relationship, consumers’ loyalty is based 
on attribute performance. This is where technology facilitates comparison of alternatives and 
where consumers could possibly display calculative behavior. The next stage evolves from 
cumulatively satisfying usage situations that develop a ‘liking’ (or affect) for the brand. This is 
the stage when affective commitment (a motivation to continue the relationship because of the 
attachment and positive feelings for the service provider) develops. Therefore, loyalty will be 
more effective than calculative driven in the non-initial stages of a relationship. 
In addition, customers in a subscription relationship choose to engage in a continuous 
relationship to reduce risk (Sheth & Parvatiyar, 1995). A continuous relationship with the service 
provider lessens consumers’ anxiety towards technology use because the consumers know that 
the service provider will support them in the process of technology trial and use. This reduces the 
predictive role of the ability to use technology on satisfaction and loyalty (Liljander et al., 2006).  
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 55 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
When the service is offered through multiple interfaces, technology is one of several 
attributes of the customer relationship. The same processes are used to evaluate an automated 
service experience as are used for interpersonal ones. Automation is not necessarily substituted 
for personal service as it may be adopted by consumers who see its added value (convenience, 
flexibility, etc.) while retaining the option of receiving certain services via a personal interface. 
Technology is seen as yet another way of interacting with the service provider. Because it is a 
choice the customer has made for perceived benefits, the affective commitment is still going to 
be the stronger driver of loyalty (as compared to calculative commitment). Therefore we expect, 
Hypothesis 3: In subscription or membership services, affective commitment is the 
stronger driver of loyalty in comparison to calculative commitment regardless of the interface. 
That is, affective commitment plays a more important role than calculative commitment in 
building loyalty in ongoing relationships.  
 
Data Collection, Analysis and Discussion 
Banking is the chosen context for testing the hypotheses for two reasons. Banking 
services are one of the most technologically advanced today where customers can choose to 
interact with the bank through multiple interfaces. This situation allows comparison and contrast 
of the proposed relationships in different settings. In addition, a subscription relationship with 
the service provider is an important basis for our hypotheses and banking services offer such a 
relationship. 
The Norwegian Customer Satisfaction Barometer administers a survey every year 
collecting data in a cross-sectional study. Eight hundred (800) randomly selected respondents 
were interviewed by telephone in 15-minutes long sessions out of which 743 were retained for 
analysis based on their preferred mode of interacting with their bank. Since bank customers 
typically do not exclusively use one interface when availing services, it would not be possible to 
classify respondents into three distinct groups of interest. The most-used interface type would be 
expected to most influence the respondent’s relationship with the service provider. Thus, we 
classified them based on the preferred interface with the service provider. Similar questions have 
been used to distinguish between users and non-users of high-technology services (Parasuraman, 
2000). 
Three hundred and fifty eight (358) respondents mostly visit the bank when using the 
bank’s services, 151 preferred automated phone banking and 234 preferred Internet banking.  
These different interface groups are named Visit, Telebank, and Netbank respectively hereafter. 
 
Measures 
Since our study is a replication, all constructs are operationalized based on the works 
summarized in Johnson et al. (2001), using multiple indicators. A 10-point Likert-type scale 
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consisting of exclusively positive values ranging from 1 to 10 is applied to measure the 
constructs. Table 1 lists these measures. 
 
Table 1 
 
Measures 
Item Variable 
Price compared to quality Price 
Price compared to other companies Price 
Price compared to expectations Price 
Equipment and facilities Quality 
Opening hours Quality 
Deliver service at the right time Quality 
Helping when problems occur Quality 
Information about when service is available Quality 
Ability to provide prompt service Quality 
Employees create security Quality 
Corporate image compared to other companies Corporate image 
Image of the store (branch) you deal with Corporate image 
What friends say about the corporate image  Corporate image 
Overall corporate image  Corporate image 
Likelihood of recommending the company to others Loyalty 
Likelihood of speaking favorably about the company Loyalty 
Likelihood of retention Loyalty 
Overall satisfaction Customer satisfaction 
Performance versus the customer’s ideal service provider in the category Customer satisfaction 
Expectancy disconfirmation (performance that falls short of or exceeds 
expectations) 
Customer satisfaction 
Identification with what the company stands for Affective commitment 
Relationship marked by reciprocity Affective commitment 
Feeling of belonging to the company Affective commitment 
The most profitable alternative Calculative commitment 
Suffer economic loss with break in relationship Calculative commitment 
Location advantages versus other companies Calculative commitment 
 
Service quality is measured on five dimensions of tangibility, reliability, empathy, 
assurance, and responsiveness with questions used in the SERVQUAL scales (Parasuraman, 
Zeithaml, & Berry, 1988). This is a widely used measure of service quality that is readily applied 
to evaluate different types of services. 
The price construct is operationalized with three items reflecting the price/quality 
relationship, price compared to expectations, and price compared to that of other firms.  Image of 
the bank is measured by four questions on how the bank’s image compares to other banks, the 
image of the customer’s particular store/branch, what the customer’s friends would think of the 
bank’s image, and the overall image of the firm. 
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Customer satisfaction is measured on three measures of cumulative satisfaction  that 
capture the consumer’s overall satisfaction with the service provider, how the service provider 
compares with the customer’s ideal, and how the provider’s performance compares to the 
consumer’s expectations (expectancy disconfirmation).  
Affective and calculative commitment are the result of the evolution of marketing from a 
transactional to a relational exchange. The two types of commitments capture the emotional 
(identification, reciprocity, and belongingness) and the rational (profitable, advantageous, and 
economic) aspects of the reason to remain with a service provider.  
Customer loyalty is one of the consequences of the evaluation of the service encounter 
derived from the ‘exit-voice-loyalty’ theory (Hirschman, 1970). A consumer can change 
provider (when dissatisfied), complain (when dissatisfied), recommend (when satisfied), or 
continue patronage by choice (when satisfied). Satisfaction and dissatisfaction are two distinct 
constructs (Bitner, Booms, & Tetreault, 1990) and, since the purpose of this study is to examine 
the relationship between satisfaction and loyalty, we use recommendations and predispositions to 
continue patronage as measures of intentional (also called attitudinal) loyalty. These are 
measured by likelihoods of recommending the company, speaking favorably about the company, 
and continued patronage (Zeithaml, Berry, & Parasuraman, 1996). 
 
Construct Reliability and Validity 
Tests of composite reliability and average variance extracted show all constructs to be 
robust. The composite reliability is greater than the recommended 0.70 (Hair, Anderson, Tatham, 
& Black, 1998) for all constructs in the pooled sample and only loyalty falls below the 
recommended value in the subsamples. The average variance extracted are all above the advised 
0.50 limit (Fornell & Larcker, 1981) except for calculative commitment. This test is a rather 
conservative one and constructs not reaching the 0.50 limit can still have acceptable reliabilities 
(Hatcher, 1994). 
All constructs but calculative commitment demonstrate a high degree of variance 
explained by the model Only 12 to 30 % of the variance in calculative commitment is explained. 
The variance of calculative commitment explained has been shown to vary by industry and prior 
research documents similar results (Gustafsson, Johnson, & Roos, 2005; Johnson et al., 2001). 
Calculative commitment may be explained by other variables, yet unidentified, than only 
satisfaction (Johnson et al., 2001), indicating that the construct is still in its developmental 
stages. Despite this limitation, it is used in studies in services marketing (Gustafsson et al., 
2005). Again, our intention is to replicate an existing model in a new context, not to improve 
existing scales. Since the composite reliability, average variance extracted and squared multiple 
correlation indicate construct robustness for most constructs, we include all measures in the 
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analysis. Table 2 presents the psychometric properties of the constructs used in the core model1, 
both for the entire sample and also grouped by preferred interface type.  
Table 2 
 
Psychometric Properties of Measures in Hypothesized Relationships* 
 
Pooled Group Mean CR R2 Variance    
    1 2 3 4 
1. Loyalty 7.35 .90 .72 .76    
2. Satisfaction 7.20 .84 N/A .50 .61   
3. Aff. Commitment 6.23 .89 .54 .53 .39 .72  
4. Calc. Commitment 4.62 .70 .18 .18 .09 .25 .45 
Visit Group Mean CR R2 Variance 
    1 2 3 4 
1. Loyalty 7.74 .90 .60 .75    
2. Satisfaction 7.41 .84 N/A .48 .63   
3. Aff. Commitment 6.75 .89 .62 .50 .39 .73  
4. Calc. Commitment 5.07 .69 .30 .15 .08 .22 .45 
Telebank Group Mean CR R2 Variance
    1 2 3 4 
1. Loyalty 6.99 .90 .78 .74    
2. Satisfaction 7.02 .78 N/A .49 .55   
3. Aff. Commitment 5.63 .86 .49 .51 .32 .68  
4. Calc. Commitment 4.46 .67 .08 .11 .03 .22 .41 
Netbank Group Mean CR R2 Variance
    1 2 3 4 
1. Loyalty 7.01 .92 .76 .79    
2. Satisfaction 6.99 .86 N/A .52 .67   
3. Aff. Commitment 5.81 .89 .53 .53 .41 .72  
4. Cal. Commitment 4.13 .55 .12 .20 .12 .28 .49 
CR: construct reliability; Variance: Shared variance between constructs and the diagonal the 
average variance extracted (AVE) for each construct. 
*Psychometric properties of all the measures in the model were calculated but are not reported 
in the table for purposes of brevity. 
 
                                                 
1 For brevity, we report statistics only for constructs used in the hypothesized relationships. However, we 
calculated statistics for all constructs in the full model. All were within an acceptable range. 
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The variance extracted is higher than the shared variance with other constructs for all 
constructs in the pooled sample as well as the subsamples; so we conclude that the constructs 
display adequate discriminant validity (Fornell & Larcker, 1981). 
 
Test for Common Method Bias 
The Harman single-factor test is used to evaluate common method bias. A single-factor 
model where all manifest variables are explained through one common method factor is 
compared to the multifactor measurement model used in the study. The single-factor model 
yielded a chi-square of 4648.945 (df =303). The goodness of fit statistics, RMSEA (0.14) and 
CFI (0.91), of this model are significantly worse than the fit of the measurement model with all 
constructs 1052.723 (df =303) (Δχ2=3596.222, Δdf= 25, p=.00), RMSEA (.060) and CFI (0.98), 
indicating that the correlations between observed variables cannot be adequately explained by 
one common method factor. Next, the degree of invariance in the core model across groups is 
identified, the invariance of the core structural model tested, and the structural models for each 
group established.  
 
Testing the Full Model: Does the data replicate established  
relationship between constructs? 
Covariance structural analysis first tests the full model on the whole sample and then 
individually in each group to make sure that it replicates established relationship between the 
constructs in all groups. These results are presented in Table 3. The model provides expected 
solutions and supports the paths with fit statistics that are all within an acceptable range (Hu & 
Bentler, 1999)  except for the chi-square, which is sensitive to sample size.   
 
Table 3 
 
Goodness-of-fit Statistics and Path Coefficients for Full Model  
 Visit Telebank Netbank 
 GFI=.74,CFI=.95 
RMSEA=.094 
GFI=.84,CFI=.97 
RMSEA=.076 
GFI=.76,CFI=.95 
RMSEA=.086 
 
GFI=.77,CFI=.95 
RMSEA=.080 
GFI=.82,CFI=.97 
RMSEA=.074 
Satisfaction→image .87, .10, 8.95 
.87, .06, 13.47 
.81, .12, 6.79 .71, .09, 7.98 
.78, .08, 10.35 
Satisfaction→affective .81, .10, 7.97 
.80, .06, 13.05 
.73, .10, 7.49 .83, .09, 9.78 
.82, .07, 11.92 
Satisfaction→calculative .46, .10, 4.49 .25, .11, 2.31 .49, .10, 4.82 
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.41, .07, 6.01 .52, 08, 6.54 
Satisfaction→loyalty .30, .20, 1.54* 
.46, .13, 3.58 
.36, .14, 2.61 .57, .16, 3.64 
.46, .12, 3.78 
Affective →loyalty .28, .11, 2.49 
.28, .07, 3.75 
.22, .09, 2.56 .20, .12, 1.66* 
.28, .09, 3.12 
Calculative→loyalty .07, .06, 1.14* 
.01, .04,.31* 
.14, .06, 2.19 .10, .07, 1.47* 
.08, .06, 1.53* 
Image→loyalty .35, .14, 2.42 
.16, .10, 1.66* 
.37, .11, 3.23 .08, .09,.92* 
.13, .08,  1.68* 
Quality→Satisfaction .58, .09, 6.75 
.63, .06, 11.06 
.71, .10, 7.10 .55, .08, 6.57 
.52, .07, 7.43 
Price→Satisfaction .41, .08, 5.15 
.40, .05, 7.70 
.28, .09, 3.25 .48, .08, 5.83 
.50, .07, 7.43 
*not significant at p<.05 
Fit statistics for the original sample sizes (Visit n= 358 and Netbank n= 234) are in italics 
 
The paths between the model’s constructs are all significant but the link between 
calculative commitment and loyalty is not as strong as the other paths. The reason for this could 
be the indicators of calculative commitment. One of the indicators’ factor loading is low (0.42) 
and its corresponding error variance high (0.82). Another indicator has an error term that tends 
towards the high side (0.45). The reliability and the convergent validity of this construct had 
been lower than that of other constructs and below desirable levels in the psychometric analysis 
performed earlier which was later confirmed by the Lisrel analysis. Regardless, we conclude that 
the full conceptual model is replicated in the pooled sample. 
Testing Hypothesis 1: Are the variables the same across interfaces?  
The different interface samples (Visit, Telebank, and Netbank) were unequal in size so 
equally-sized groups are created with a random sample of 151 (the smallest of the three groups) 
from the two larger groups. Generating equal-sized groups for the analyzes ensures unambiguous 
interpretations of the results as the goodness of fit statistics in Lisrel are sensitive to differences 
in sample size. Recommended tests of equality for variance-covariance matrices, factor patterns, 
factor loadings and error terms on factor loadings (Bollen, 1989; Steenkamp & Baumgartner, 
1998) analyze the measurement model. Table 4 summarizes these results. 
 
Table 4 
 
Testing the Core Measurement Model 
 
 X2 value Df RMSEA CAIC CFI NNFI 
Equality of variance- 1540.724 702 .075 3785.594 .97 .95 
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covariance matrix  
Equal loadings 
 
2067.278 872 .083 3068.086 .95 .95 
Equal loadings, construct 
variances 
2089.254 886 .083 2993.619 .95 .95 
Equal loadings, construct 
variances and factor 
covariance 
2199.532 924 .084 2822.404 .95 .95 
 
Chi-square differences tests 
Equivalency tests Model 
comparison 
∆ X2 ∆ Df p-value Conclusion
Equality of covariance 
 
N/A N/A N/A N/A N/A 
Equality of metrics 
 
2-1 -526.554 170 0.000 Supported 
Metric and factor 
equivalency  
3-2 
 
-21.96 
 
14 
 
0.079440 
 
Supported 
 
Metric, factor variance and 
error variance equivalency 
4-3 
 
-110.278 
 
38 
 
0.000 
 
Not 
supported 
 
The RMSEA (0.075), CFI (0.97) and NNFI (0.95) are all within the acceptable range. 
Tests for other invariances show that the CAIC improves and supports loadings, metric and 
factor variance equivalency. This finding implies that the factor loadings and variances of the 
constructs are the same across groups. We conclude that the measurement model overall holds 
across the three groups: the constructs determining loyalty are the same for the three interface 
types, thus supporting Hypothesis 1. The same constructs– satisfaction, affective and calculative 
commitment, and loyalty – remain relevant regardless of the interface type. 
We next test whether the expected relationship between these constructs remains 
unchanged when the sample is divided based on interface type, which would confirm that the 
technology is not a moderator of loyalty as assumed by previous researchers. 
Testing Hypotheses 2 and 3: Does commitment mediate the relationship between 
satisfaction and loyalty? 
Test of path invariance at two different levels test whether the relationships in the model 
are the same across interfaces. The chi-square tests demonstrate that these relationships are 
statistically the same in all samples. However, the goodness-of-fit statistics are not particularly 
strong thus there may be differences in the strengths of the paths across the groups. Path analysis 
with all three interface types simultaneously shows all paths except one to be the same across the 
interface types - the path between calculative commitment and loyalty. 
Tests of the causal model group by group show satisfaction is a strong driver of affective 
commitment across all interface types but has a somewhat weaker impact on calculative 
commitment. However, satisfaction’s impact on loyalty increases across interfaces: stronger for 
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Telebank and Netbank than for Visit. Results for affective and calculative commitment as drivers 
of loyalty are mixed. While affective commitment is a stronger driver of loyalty than calculative 
commitment for all interfaces, calculative commitment is not a significant driver of loyalty for 
Visit or Netbank. Thus, we can conclude that Hypothesis 2 is partly supported and Hypothesis 3 
is fully supported. Table 5 summarizes these results and Figure 2 presents them visually. The 
goodness-of-fit statistics for the causal model are all within an acceptable range, although the 
RMSEA is a bit high (Hu & Bentler, 1999).   
 
Table 5  
 
Goodness-of-fit Statistics for the Core Causal Model (Beta Coefficient, Error Terms, t-Values) 
 
 Visit Telebank Netbank 
 GFI=.90,CFI=.97,
RMSEA=.086 
GFI=.89,CFI=.96, 
RMSEA=.090 
GFI=.90,CFI=.97, 
RMSEA=.086 
Satisfaction→affective .78,(.09),9.22 .70,(.10),7.31 .73,(.09),8.56 
Satisfaction→calculative  .54,(.11),4.99 .28,(.11),2.41 .35,(.10),3.62 
Satisfaction→loyalty .44,(.14),3.20 .59,(.11),5.50 .53,(.10),5.27 
Affective→loyalty .41,(.12),3.37 .30,(.10),2.97 .29,(.09),3.14 
Calculative→loyalty -.08,(.09),.85* .15,(.07),2.07 .23,(.07),3.37 
* not significant at p<.05 
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*not significant at p<.05 
Figure 2. Beta Coefficients for Full Sample (Visit, Telebank, Netbank) 
 
Although the relationships between constructs explaining loyalty are the same for the 
three interfaces, the strength of these relationships is different for each interface type. 
Interestingly, the relationship is the weakest in the Visit interface, the group that this model is 
developed for in the first place. This weakness can be explained by the fact that loyalty develops 
through four sequential phases (cognitive, affective, conative, and action) which impacts the 
relationship between satisfaction and loyalty (Oliver, 1999): satisfaction dominates as a driver of 
loyalty in the early stages while commitment in the later stages. The Visit respondents have a 
much longer relationship with the bank than the other two and are, therefore, in a different phase 
of loyalty development, evaluating the service more affectively than cognitively. However, 
respondents who prefer to use technology to receive the service also have a relatively long 
experience with the bank (14 years) so in addition to evaluating the services cognitively, they 
also evaluate it affectively. 
The direction of the relationship between affective and calculative commitment and 
loyalty is again the same for the three interface types but the relationship between affective 
commitment and loyalty is stronger than the relationship between calculative commitment and 
loyalty for all groups. The literature proposes that consumers who receive the service through a 
technology interface are going to be more calculative in their relationships with the service 
provider because of apparently lower switching costs. However, our results show that affective 
commitment still plays a more important role in building loyalty than calculative commitment 
for all three interface types.  
The impact of calculative commitment on loyalty is significant for only the respondents 
that prefer to use automated services (Telebank and Netbank customers). Though this  finding 
supports the idea that expectations of such customers are more calculative than the ones who 
receive the service personally (Shankar et al., 2003), affective commitment is still the stronger 
Affective 
Commitment
Customer 
Loyalty 
Customer 
Satisfaction 
Calculative 
Commitment
.46, .36. .46
.80. .73, .82 .28. .22, .28
.01*, .14, .08* .41. .25, .52 
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driver of their loyalty. While customers that use technology may be more calculative when 
compared with the customers who prefer interpersonal services, the impact of calculative 
commitment on their loyalty is still relatively small. 
 
Contributions 
 This study’s first and foremost contribution is identifying the role of technology in the 
established relationships between satisfaction, commitment, and loyalty, something that has 
remained unclear in the literature so far. Our results show that technology does not alter the 
relationship, at least not in ongoing subscription relationships. 
Second, the study demonstrates, contrary to popular belief, that affective commitment is 
still the stronger driver of loyalty, regardless of the interface type. This finding does not mean 
that calculative commitment is unimportant in determining loyalty. It is a relevant driver of 
loyalty for customers who prefer automated services (Telebank and Netbank) but its impact is 
rather small. Our finding also confirms the sequential progression of loyalty where the more 
rational and calculative evaluations of attributes dominate in the earlier stages of loyalty 
development and more affective evaluations dominate in the later ones. 
The third contribution of the study is establishing the external validity of the constructs in 
the modeled relationships by replicating them across three interface types. While a close 
replication of a prior study or a deliberate modification are useful ways for testing phenomena in 
multiple settings, replication is necessary for advancing knowledge in a discipline (Easley, 
Madden, & Dunn, 2000b). Although similar models have been tested in different settings and 
contexts (Gustafsson et al., 2005), few simultaneously compared these relationships across 
different settings with the aim of ascertaining the generalizability of these relationships.  
The above-mentioned contributions lose significance if the conclusions are not based on 
sound analyzes. A major strength of the study is the use of rigorous procedures to test and 
validate the relationships between the constructs of interest. Multi-group analysis in structural 
equation modeling already uses triangulation to test the model, where results from one group of 
respondents are compared with those from another group to establish relationships between 
constructs. Not only is multi-group analysis used to test the hypothesized effects, but the results 
were cross-validated with regression analysis. Data from one interface type estimated the 
parameters which were then used to predict those of the remaining interfaces. 
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Limitations and Future Research 
Despite the encouraging results of our study, we need care to broadly generalize our 
findings. Consumers’ usage of multi-channels has been shown to greatly vary by product 
category (Konuş, Verhoef, & Neslin, 2008). The choice of retail banking as a setting puts two 
boundary conditions on our results. First, the results are relevant and limited to ongoing 
subscription relationships and second, they are specific to retail banking. Whether our results 
hold true for transaction-based or one-time received services that the customer does not have to 
be a ‘member’ of (e.g. buying a cinema ticket via an electronic interface) can only be discovered 
with further tests of the model. These tests should not only be in such services but, also, in 
comparisons to subscription services. 
The operationalization of constructs in our study is primarily driven by the goal of testing 
established relationships which meant we use the same measures as Johnson et al (2001) despite 
their shortcomings. The loyalty measure portrays only the attitudinal or intentional loyalty and 
calculative commitment has an average variance extracted below the recommended 0.50. Future 
research would benefit from including behavioral loyalty in addition to attitudinal and 
developing a more robust measure of commitment. 
Services offered through multiple channels are typically not used exclusively from one 
interface. Our method of grouping subjects based on their most preferred interface for receiving 
services thus, does not take into account how a particular customer divides his/her usage among 
the different interface types. Future studies should use this as a covariate in the relationship.  
 
Managerial Implication: To Automate or not to Automate? 
The present study shows that technology does not alter the relationship between loyalty 
and its drivers in subscription-based service relationships. Moreover, we found that affective 
commitment is the stronger driver of loyalty. Other studies have evidenced similar results 
showing that customer’s use of automated services is initially rationally driven and, later, 
emotionally (Wang, Harris, & Patterson, 2013). Managers should perhaps not contemplate 
whether or not to automate services but rather focus on which services to automate, to what 
extent, and how to integrate the automated services with those provided through other interfaces. 
Which services are suited for automation depends on the attributes of the service itself. Is 
the service complex or simple? Is the service part of a service delivery process (e.g. air travel 
that consists of ticket purchase, check-in, dropping off baggage, boarding, etc.) or a stand-alone 
service (e.g., cash withdrawal from an ATM)? Identifying attributes of the service and the 
situations when automation enhances service quality perceptions adds value to the service 
experience, strengthening the relationship between the customer and the service provider. 
To what extent the service ought to be automated will be dictated by how technology 
improves the service experience. Technology should be considered as just another service feature 
in a customer-provider relationship and firms should concentrate on optimizing use of 
technology vis-à-vis personal service, rather than evaluating how to replace personal service with 
66 The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
automated ones. Our findings show that affective commitment rather than calculative 
commitment is the stronger driver of loyalty, regardless of the interface type. Affective 
commitment can be further enhanced by identifying customer touch points with the help of 
service blueprints which are better served by technology (e.g. to improve convenience and speed 
of service delivery). 
How to integrate automated services with other interfaces is the last piece of the puzzle 
for service providers. Having the possibility of human interaction in case of technology failure 
not only reduces negative attribution to the service provider but also improves satisfaction 
(Dabholkar & Spaid, 2012). Moreover, as consumers become more habituated with services 
offered through multiple interfaces, they seek flexible and agile service interfaces that provide 
them the possibility of starting the service experience in one channel and completing it in 
another. For example, customers may want financial advice on investments in person at the bank 
affiliate but purchase stocks online. 
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Adapting the Human Sigma Instrument to Enhance the 
Employee-Customer Encounter 
 
Carley Sutton, University of Central Lancaster, UK 
 
Executive Summary 
Traditionally, research into service quality management has been undertaken from the 
perspective of a person’s (customer’s) satisfaction within service encounters through the 
expectancy-disconfirmation theory. Indeed, this has been one of the main concepts for assessing 
satisfaction, including the well-known SERVQUAL scale for measuring service quality. 
However, a more recent focus on measuring and managing service quality through the service 
encounter and, ultimately, on business improvement has adopted a new approach titled: Human 
Sigma. This new approach has signified a shift away from isolated employee and customer 
satisfaction scales, described as meeting expectations, to an examination of the more powerful 
and emotional dimensions of engagement which are holistically measured and managed. This, in 
turn, can facilitate organizations in remaining highly competitive in attracting and retaining both 
customers and employees. Given, therefore, that this new approach has the potential to have a 
positive impact on service organizations in their quest to improve service quality, the purpose of 
this article is to explore the concept of Human Sigma within the context of the tourism and 
hospitality sector. Therefore, the principal stage of the research applies and tests the Human 
Sigma instrument in an operational analysis within a hospitality case study. As a consequence, 
the research not only identifies potential limitations inherent in the Human Sigma model but 
also, and most significantly, enables the development of a new conceptual model and instrument 
for measuring and managing the service encounter.  The study concludes by exploring the 
implications of this research for service managers and the future of service quality management.  
 
Introduction 
Consumers from around the globe are beginning to respect organizations that strive to be 
‘human’ and, therefore, exceed inherent customer expectations (Zeithaml, Parasuraman & Berry, 
1990, Parasuraman, Zeithaml & Berry, 1985). Moreover, service organizations in general, and 
tourism and hospitality organizations in particular, have also increasingly come to recognise the 
growing importance of service quality (Ford, Sturman & Heaton, 2012). That is, growing 
competition and increasingly demanding customers, as well as recessionary and globalization 
pressures, have emphasised the need for tourism and hospitality businesses to focus on 
improving service quality in order to achieve competitive advantage (Boon-itt & Rompho, 2012; 
Crick & Spencer, 2011; Dutta & Dutta, 2009; Hassanien, Dale & Clarke, 2010; Ramanathan & 
Ramanathan, 2011; Rodriguez-Anton & Alonso-Almeida, 2011). At the same time, there is a 
new type of consumer in the industry who is more demanding, more sophisticated and more 
educated than before (Pirnar, Icoz & Icoz, 2010) and, thus, the implementation of quality 
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management initiatives is fundamental to ensuring that customer satisfaction and retention is 
maintained (Gupta & Zeithaml, 2006). Consequently, within the service sector, many providers 
have adopted corporate strategies which include the use of a broad range of tools, techniques and 
approaches that attempt to exceed customer expectations (Edvardson, Thomasson & Overtveit, 
1994) and, ultimately, to improve business performance. One such approach is Human Sigma, a 
relatively new concept developed specifically for the service sector but, one that has been subject 
to only limited critical academic scrutiny, particularly in the context of the tourism and 
hospitality sector. However, research shows that the Ritz-Carlton Hotels implements Human 
Sigma as an approach to improve business excellence (Michelli, 2008).  
At present, there is limited research being conducted on the implementation of the 
Human Sigma instrument – that is a new approach that measures and manages the employee-
customer encounter (Fleming & Asplund, 2007). Arguably, within the service industry in general 
and the tourism/hospitality sector in particular, attention needs to be paid to the employees’ 
interactions with the organization’s customers or, more succinctly, to the employee-customer 
encounter. Indeed, in the tourism and hospitality sector, value is created when an employee 
meets and interacts with a customer (Fleming & Asplund, 2007, Ford, Sturman & Heaton, 2012). 
However, the service encounter is increasingly being viewed as a highly complex and 
multidimensional process of interaction between customers and the service providers (Laing & 
McKee, 2001). Given that Human Sigma is based upon the quality of employee and customer 
encounters, it is necessary then to explore the highly complex and multidimensional process of 
interaction between customers and employees. The literature review considers research that 
implies that interpersonal behavior takes the form of people adapting in varying ‘dyads’ of social 
interaction, but that typically one person is more powerful than the other in such dyads – that is, 
a power imbalance exists. These concepts are extended further to the realms of social 
identification, in which an individual senses a oneness or sameness with others. Accordingly, the 
recent advances in social identity and management are explored suggesting that employees can 
identify with more than the organizational identity. Therefore, the purpose of the research is to 
apply and test the Human Sigma instrument in a hospitality context, using a rigorous case study 
approach. 
Case study research was chosen given the need to gather in-depth, rich data on the 
implementation of the Human Sigma instrument. In this approach, theory or models are 
developed throughout the empirical study. Thus, the article outlines the research methodology, as 
well as discussing methods and analytical techniques. The case study is a research strategy which 
focuses on understanding the dynamics present within single settings. Thus, an intervention 
model was devised in order to apply the Human Sigma instrument. Exploratory research as 
described by Bryman and Bell (2007) is appropriate here as there is very little academic 
literature about Human Sigma and how to apply it, thereby, enabling a critical evaluation of the 
model in a specific operational context and discovering potential adaptations to the Human 
Sigma instrument if required. Finally, the article considers the results from the application and 
testing of Human Sigma. Significantly, as a result of the initial application of Human Sigma, it is 
concluded that additional formulations of the Human Sigma instrument may provide more 
72 The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
powerful explanations of the link between the employee-customer encounter. The findings also 
lead to several important suggestions for managerial practice.  
Specifically then, the paper is organized as follows. As noted, due to the limited amount 
of literature on Human Sigma and its application, the paper will first introduce Human Sigma 
including the underlying concepts in relation to managing the employee-customer encounter. The 
paper will then proceed to the research design and methodology in which the case study will be 
presented and the application of Human Sigma described. The findings from the application of 
Human Sigma will be displayed before the development of the new instrument takes place. First, 
we must start with an introduction to Human Sigma including its principles and practices. 
 
Literature Review 
 
Introducing Human Sigma  
The concept of Human Sigma was originally proposed in the July/August 2005 special 
issue of Harvard Business Review, dedicated to the High-Performance Organization under the 
title ‘Manage your Human Sigma’. Subsequently, the concept was described in more detail in a 
follow up book, Human Sigma: Managing the Employee Customer Encounter, written by John 
Fleming & Jim Asplund (2007). Unlike Six Sigma its predecessor, Fleming & Asplund (2007) 
developed Human Sigma as a way to measure and manage the human systems of business. 
Specifically, research has been conducted to highlight the similarities and differences between 
Six Sigma and Human Sigma (Sutton, 2014). Unlike other service quality management 
approaches, Human Sigma offers a holistic approach to managing and measuring the ‘quality’ of 
the employee-customer encounter. More specifically, it has been established that many 
businesses utilize satisfaction metrics to measure employee and customer service quality to 
improve business performance (Sutton, 2014). However, the evidence suggests that managing 
and measuring through satisfaction, described as meeting customer expectations, is not enough to 
drive financial performance and service excellence (Fleming & Asplund, 2007, Torres & Kline, 
2006). Consequently, there has been a shift away from satisfaction and proposing a concept that 
extends well beyond traditional considerations of employee and customer satisfaction is 
engagement (Fleming & Asplund, 2007). Engagement is defined by Fleming & Asplund (2007) 
as an emotional construct, and therefore the measurement and management of the employee-
customer encounter must acknowledge and incorporate the critical emotional infrastructure of 
human behavior (Human Sigma). As noted, although some businesses succumb to employee and 
customer satisfaction surveys, they also often measure and manage them as separate entities. For 
example, often these initiatives are owned by different functional areas of the business that 
operate in isolation e.g. employee measurement programmes are often owned by HR and 
customer measurement programmes are often owned by marketing or operations (Lovelock & 
Wirtz, 2011). Hence, this research considers a new approach to measuring and managing the 
employee-customer encounter holistically.  
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Thus, Human Sigma assesses both employee and customer engagement levels. The 
engagement scores are leading indicators of the financial performance that a business hopes to 
achieve (Fleming & Asplund, 2007). Gallup, the global research-based consultancy specializing 
in employee and customer management, developed a quantitative mechanism to measure 
employee and customer engagement. Based on scoring sets of specific questions asked to both 
employees and customers, the Human Sigma Metric or HS of an organization is a calculation of 
relative employee and customer engagement scores.  Gallup identified 12 key questions (the Q 
survey) that serve as an indicator of an organizations degree of employee engagement. This 
instrument asks employees to answer 12 questions to determine whether they fall into the 
engaged, non-engaged or actively disengaged categories. The items on the Q12 address issues 
that either strengthen or weaken the emotional connection between an employee and employer. 
Some of the areas addressed on this instrument include the degree to which employees have the 
materials they need to do their job and whether expectations placed on them are clear, whether 
their supervisor takes an interest in them, whether their opinions matter, and whether they are 
afforded opportunities to learn and grow (Michelli, 2008).  Gallup also identified 11 key 
questions (the CE11) that serves as an indicator of an organizations degree of customer 
engagement. Taken together, the Q12 and the CE11 form the basis for Human Sigma (illustrated 
in Figure 1). Both surveys request respondents to answer via a 1-5 Likert scale. Also, what is 
unique about Human Sigma is the single performance score. The effectiveness of the employee-
customer encounter can be quantified by calculating the customer and employee engagement 
scores into a single performance metric (Human Sigma 1-6). The scale items will be discussed in 
more detail as the research moves forward in the application of Human Sigma. Ultimately, 
however, Human Sigma is defined as ‘managing the employee-customer encounter’. Therefore, 
the purpose of the following discussion is to consider critically further the elements that 
contribute to this encounter. Therefore, the principles of Human Sigma demonstrate how strong 
customer and employee engagement must be managed holistically and locally. Fundamentally, 
however, Human Sigma claims to be a holistic approach to managing and measuring the quality 
of the employee-customer encounter. Importantly, therefore, before the application and testing of 
Human Sigma can be conducted, the elements that contribute to the encounter must be explored 
and analyzed.  The purpose of the following discussion, therefore, is to identify and evaluate the 
theory underlying the service encounter paradigm.      
 
Managing the Employee-Customer Encounter 
Given that mutual understanding is a desirable goal for service encounters, how do we go 
about achieving it? A review of the social psychology literature reveals two concepts that help 
explain mutual understanding: customer-employee identification and employee-customer 
identification. These are two distinct concepts which are, however, strongly interrelated and will 
be discussed below. First however, at a social psychological level, each act is a purposive 
transaction whose outcome is dependent upon coordinated actions of both participants (Solomon 
et al. 1985). As noted, much of social behavior consists of joint activity and a major task for the 
interacting person is the mutual coordination of appropriate behavior with the other person 
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(Thibaut & Kelley, 1959). Social psychology implies that interpersonal behavior is people taking 
up roles as discussed earlier (Broderick, 1998; Parker & Ward, 2000). However, Jones & 
Lockwood (2004) describe the perspective of social psychology as not the differences between 
individuals but the nature of the interaction itself, between people and their environments, and 
the sharing of this behavior and experience. More recently, Riley (2007) suggests that, in terms 
of customer-employee service encounters, three specific themes emerge:  
Successful encounters are something to do with job satisfaction 
Encounters are potentially stressful to the employee 
As a consequence – coping strategies are required by employees.  
Critically, however, emotion work as described by Bolton (2004) is a risky business that 
requires adaptability rather than rigidity and routine. Furthermore, when socio-psychological 
boundaries are dissolved through employee-customer identification, the collectivistic aspects of 
the identity become more salient. This collectivistic orientation tends to foster relational 
exchanges, in contrast to individualistic identity orientations, which maintain a norm of 
transactional exchange (Flynn, 2005). Relational forms of exchange are analogous to customer 
orientation as outlined by Saxe & Weitz (1982) because each interaction is embedded in the 
context of a long-term commitment to exchanging value. This reasoning leads the researcher to 
construe that the more perceived boundaries between employees and customers are dissolved, 
and an identity emerges (employee↔customer identification), the more frontline employees will 
seek to exceed customer’s expectations. 
 
Customer-Employee Identification 
As noted therefore, customer-employee identification is a type or classification of social 
identification and the rationale behind this comes from the social psychology literature. During 
the service encounter, the service employee image interacts with the customer’s self-concept 
generating a subjective experience. It is argued that people try to protect and enhance their self-
concept by affiliating with people whom they perceive to be the same as them (Turner, 1985).  
From a social psychological perspective, individuals attempt to make sense of one another in 
order to guide their own actions, as well as the social interaction process with others (Fiske, 
1993). During the consumption process, a particular product/service user-image interacts with 
the consumers’ self-concept, generating a subjective experience referred to as self-image 
congruence (Sirgy, 1997). During the service encounter, customers may use some congruent 
traits that are associated with the human personality and structures that can be used to make 
sense of other people (Leyens & Fiske, 1994), and many form these impressions in even the 
briefest social interactions (Ambady & Rosenthal, 1992). McGinnies and Ward (1986) argue that 
perceived similarity between customers and employees facilitates communications concerning 
specific service attributes. Furthermore, Coulter and Coulter (2002) believe that perceived 
similarity helps individuals to reduce interpersonal barriers, allows them to identify with others 
on a personal basis and generates a level of trust and assessment of others according to perceived 
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similarity with themselves. Later, Jamal and Adelowore (2008) extended the concepts of self-
congruence to the context of customer-employee interactions in the retail banking sector. They 
argue that, during the service interaction, the service employee image interacts with the 
customer’s self-concept to generate a subjective experience called ‘self-employee congruence’. 
The findings of their empirical research revealed that self-employee congruence has a significant 
impact on customer interactions, relationships, satisfaction and loyalty. In a similar approach, 
Stinglhamber et al. (2002) identified the importance of affective commitment in the service 
encounter. They developed a three component model to examine the extent to which the 
employee felt ‘a connection with customers’, agreed that they ‘were on the same team’, used 
‘we’ rather than ‘they’ to describe customers, and identified strongly with customers. Such 
findings reflect the theory of homophily (Lazarsfeld & Merton, 1964) which argues that 
individuals enjoy the comfort of interacting with others who are similar to themselves.  
 
Employee-Customer Identification 
As suggested earlier, employee-customer identification is simply the type or 
classification of social identification. Therefore, an employee’s identification with the customer 
is how much the employee senses a oneness or sameness with them. Other drivers of employee-
customer identification are how front-line employees construe the distinctiveness, similarity, and 
prestige of the customer’s identity (Ashforth & Mael, 1989). For example, many roles in the 
tourism and hospitality sector, such as those of front-line employees – inherently contain a 
substantial relational component (Sluss & Ashforth, 2007), where employees work at the 
boundary between the company and the customer. In these cases, conditions are ripe for 
employees to assess their place in a complex social landscape (Lockwood, 1958). Certainly, the 
evidence suggests that employee-customer identification enhances the quality of the service 
encounter.  
Fundamentally, however, for frontline employees who span the boundary between the 
company and its customers, the complexity of the ‘social landscape’ may result in an assessment 
of the self-concept in relation to the organization and its customers. Organization identification 
can be a powerful emblem of group identity for employees. Nevertheless, recent advances in 
social identity theory and management suggest that employees can identify with more than the 
organizational identity (Ashforth et al., 2008). It has been argued that relational identities, those 
which relate to a work relationship with another individual or group (Sluss & Ashforth, 2007), 
can also be a powerful source of self-definition. Consequently, it is suggested that employees 
identify with customers (employee-customer identification). By identifying with customers, 
employees perceive themselves to be relatively interchangeable exemplars within the social 
category, where the employee-customer relationship is a basis for self-definition (Sluss & 
Ashforth, 2007). For example, employee-customer identification functions independently from 
identification with the company. However, the two can coexist, converging or competing with 
one another (Sluss & Ashforth, 2008). In summary, employee-customer identification is a new 
concept, but the notion that employees can construe the disposition or values of those on the 
76 The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
other side of the corporate boundary is already present in the literature. As such, customer-
employee identification is thought of as a mirror image of employee-customer identification 
where customers also identify with the employees.  
 
Organization Identification 
Given that the two can coexist, organization identification is a form of social 
identification in which an employee or customer experiences a sense of oneness or sameness 
with the organization. It was Ashforth and Meal (1989) who first introduced organizational 
identification to the field of management and later validated a scale to measure it. In support of 
this view, Ouchi (1981) suggests that goal or value congruence between employees and the 
organization may motivate employees to behave in ways that are consistent with the 
organization’s objectives. According to Dutton and Dukerich (1994), organizational 
identification aligns individuals’ interests and behaviors with interests and behaviors that benefit 
the organization. Therefore, employees who strongly identify with the organization are likely to 
focus on tasks that benefit the whole organization rather than purely self-interest objectives (Bell 
& Menguc, 2002).  
Indeed, it has been observed by Anderson and Onyenah (2006) that employees can 
struggle, and sometimes receive conflicting signals from management, as to whether the 
customer or company is ‘king’. Critically, therefore, organizations need to show that the two 
identities are positively related. Exploring further, organizational identification has successfully 
predicted behavior among art museum members (Bhattacharya et al. 1995), employees (Wieseke 
et al. 2007), and customers (Ahearne et al. 2005). It has also been implicated as a mediating 
process for such diverse topics as corporate social responsibility (Sen & Bhattacharya, 2001), 
leadership (Wieseke et al. 2009), and the service profit chain (Homburg et al. 2009). 
While evaluating service encounter concepts and determinants, it is apparent that it is 
increasingly being viewed as a highly complex and multidimensional process of interaction 
between the customers, employees and the organization. Hence, this review of the literature 
integrated a broader theoretical framework to suggest Human Sigma has a fundamental 
interrelationship with Social Identification. The task now is to empirically apply and test the 
Human Sigma instrument for the contemporary service economy. Therefore, the following 
section of this study begins by outlining the research methodology and subsequent empirical 
findings. 
 
Research Design & Methodology 
 
The Case Study   
‘The representative case seeks to explore a case that exemplifies an everyday situation or 
form of organization’ (Bryman & Bell, 2007:64). Therefore, the case was not random, but 
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reflects the selection of a specific case to extend the theory to a broad range of service 
organizations and in particular hospitality providers.  Thus, the research is now concerned with 
the application and testing of the Human Sigma scale. Hence, the aim of this phase is to explore 
empirically the implementation of the Human Sigma scale within a hospitality business, using a 
rigorous case study approach. This research method is consistent with the philosophy of 
inducting theory using a case study (Eisenhardt, 1989). Furthermore, case study research was 
chosen given the need to gather in-depth, rich data on the implementation of Human Sigma. For 
example, Eisenhardt (1989) proposes that this research approach is especially appropriate in new 
topic areas. Indeed, it has been observed that some of the best known studies in business 
management research are based on this kind of design (Bryman & Bell, 2007).  In particular, 
Knights and McCabe (1997) suggest that the case study provides a vehicle through which several 
methods can be combined, thereby avoiding too great a reliance on one single approach. At the 
same time in this approach, theory or models are developed throughout the empirical study in a 
grounded approach (Glasser & Strauss, 1967). Furthermore, the case study is a research strategy 
which focuses on understanding the dynamics present within single settings. Exploratory 
research as described by Bryman and Bell (2007) is appropriate here as very little is known in 
the academic literature about Human Sigma. Thereby, enabling a critical evaluation of the 
concept in a specific operational context and discovering potential adaptations to Human Sigma 
if required. Hence, the design was to secure and implement Human Sigma in one single case 
study.  
Regardless of approach, the critical issue to be addressed is integration, where both the 
research problem and method are viewed holistically (Carson & Coviello, 1996). It has been 
discussed that the rigor in research planning must exist at all stages of the research design: from 
defining the unit of analysis, to selecting the case to investigate, to collecting and analyzing the 
evidence (Flynn et al. 1990). Therefore, discoveries which cannot be planned in advance often 
force the researcher to reconsider the prevailing framework (Dubois & Gadde, 2002). 
Furthermore, the nature of the research questions as well as practical limitations shaped the 
approaches taken by the researcher. Specifically, therefore, this case study is based on a 
modification of the methodology devised by Yin (1984). Each stage of the methodology will 
consist of a discussion of procedures recommended in the literature, followed by a discussion of 
the application of those in the proposed study: 
Design the case study protocol: 
Determine the required skills 
Develop and review the protocol 
Conduct the case study: 
Prepare for data collection 
Distribute questionnaires 
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Analyze case study evidence 
Analytic strategy: 
Develop conclusions, recommendations, and implications based on the evidence. 
Therefore, the first stage in the case study methodology recommended by Yin (1994) is 
the development of the case study protocol. This stage is composed of two subheadings: 
Determine the required skills and application of the recommended procedure. For 
example, Yin (1994) suggests that the researcher must possess or acquire the following skills: the 
ability to ask good questions and to interpret the responses, be a good listener, be adaptive and 
flexible so as to react to various situations, have a firm grasp of issues being studied, and be 
unbiased by pre-conceived notions. Specifically, therefore, to carry out the proposed study and 
collect empirical data, it was necessary to obtain access to customers and employees within a 
hospitality business. Subsequently, after a period of consultation with several businesses that 
represented the hospitality industry, one business agreed to collaborate in the study. This 
particular business assured unlimited access to their guests and employees, but emphasised that 
the study should be based on voluntary participation of both employees and customers. Further 
criteria included its location and accessibility, number of full time staff (11), Part time (5), Part 
time casual (15), open all year with a service focused on a high degree of customer contact. 
Furthermore, access to the research site was gained on the strict understanding that the business 
identity would not be revealed. In preparation for the data collection, the Human Sigma 
questionnaire as described above, was prepared and distributed at the research site with the 
insertion of the hotel name and included customer and employee profile data. In particular, 
therefore, using the existing questions could determine: questions that seem not to be understood 
or questions not answered. For example, this may be due to confusing or threatening phrasing or 
poorly worded questions. At the same time, the study may be instrumental in identifying some 
problems. As noted, due to the limited information and research on the implementation of 
Human Sigma, a framework was illustrated to guide the implementation and analysis of Human 
Sigma: 
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Figure 1. A Framework for Implementing Human Sigma 
 
Indeed, it has been observed that an empirical investigation of a contemporary 
phenomenon with its real life context is one situation in which case study methodology is 
applicable. The second stage of the methodology recommended by Yin (1994) and implemented 
is the conduct of the case study. Specifically, there are key tasks in this stage that must be carried 
out for a successful project: Preparation for data collection and distribution of the questionnaires. 
In this phase the primary activity is that of data collection. In case studies, data collection should 
be treated as a design issue that will enhance the construct and internal validity of the study, as 
well as the external validity and reliability (Yin, 1994). The primary data gathering was 
accomplished using the following Human Sigma scale items:  
 
Employee Survey 
The total population (N=31) of the operational staff had surveys distributed to them for 
self-completion and return directly to the author. The researcher was allowed direct access to the 
employees following a training course that was taking place in the hotel. A short briefing was 
given to the employees, including time to complete the questionnaire. A total of 20 employees 
completed the questionnaire. During the completion time, the researcher was available to answer 
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any questions or determine any issues or misunderstanding regarding the completion of the 
questionnaire. The staff members completed the questionnaire with no particular issues. 
 
Customer Survey   
To allow for consistency, the customer survey was interviewer completed, in exit 
surveys. This again gave the researcher an opportunity to analyze the customer questionnaire to 
determine any issues or misunderstood questions. A total of 16 customers completed the 
questionnaire. Veal (1992) suggested, when considering the practicality of conducting 
interviewer completed surveys, that those conducting the survey are seen to be part of the 
management of the facility. The researcher dressed professionally and assured the customer that 
all the information collected will be treated with the utmost confidentiality.  
The hotel was open all year round and due to its location was not affected by seasonality. 
However, it was difficult to determine the exact flow patterns of the customers. It was therefore 
agreed with the manager that the best time would be following breakfast service and around 
check out time would generate the most responses. The average visit was a two hour duration, 
and as the only interviewer, this had limitations on the overall sample size. In order to encourage 
a variety of respondents, field work was carried out mid-week and weekends. Generally, the 
response rate from the customers when asked to participate was positive.  
 
Analyze Case-Study Evidence  
The following discussion will present the analytic strategy that should be followed in the 
course of evaluating data gathered. As Yin (1994) expressed: 
“Data analysis consists of examining, categorizing, tabulating, or otherwise recombining 
the evidence to address the initial propositions of a study”  
Therefore, this case study employs a series of quantitative analyzes in the presentation of 
the data, for example tabulating the frequency and ordering. Furthermore, Yin (1994) suggests 
that every investigation should have a general analytic strategy, so as to guide the decision 
regarding what will be analyzed and for what reason. In particular, Yin (2009) considers pattern-
matching as one of the most desirable strategies for analysis. This technique compares an 
empirically based pattern with a predicted one e.g. Human Sigma predicts that engaged 
employees create engaged customers. The researcher utilized pattern-matching logic to compare 
the predicted pattern that engaged employees create engaged customers with the empirical based 
patterns. If the patterns coincided, the propositions internal validity would be strengthened; if 
patterns did not coincide, the proposition would need to be questioned (Yin, 2009). More details 
on interpreting the findings will be discussed in the data analysis chapter.  
Specifically, however, the Likert-type variables were analyzed using frequency 
distributions and the items in the questionnaire were analyzed using the mean and median. The 
results will be presented in the data analysis discussion. Therefore, for ease of use and access, 
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EXCEL and SPSS software was chosen as a mechanism to collate the questionnaire data, as well 
as analyze and present the data from the study. In order to perform the analysis, the Human 
Sigma calculation was applied to the set of employee and customer survey results. Fleming and 
Asplund (2007) claims that the single score summarizes the overall effectiveness of the 
employee-customer encounter. As noted, the Human Sigma or HS of a company is a function of 
employee and customer engagement scores. Therefore, an organization’s HS score is calculated 
by converting the mean scores on employee and customer engagement into percentile equivalent 
and then taking the square root of the product of the two percentile values: 
If either employee engagement percentile or customer engagement percentile is less than 
or equal to 50 then: 
 
HS = √  EE Percentile  x CE Percentile  
   2 
 
Alternatively, if the employee engagement percentile and customer percentiles are both 
above 50 then: 
 
HS = √  EE Percentile  x CE Percentile               x  Percentile Max 
                                                                              Percentile Min 
 
Develop conclusions, recommendations and implications based on the evidence 
Indeed, some will argue that analyzing the data is the heart of building theory from case 
studies (Dubins, 1978). Accordingly, therefore, the results of this study will be presented next, 
and will include a detailed analysis of the results derived in part from the quantitative tests. 
These results will be presented not exclusively as statistical results, but with accompanying 
explanations of the meaning of those results and ultimately the applicability of Human Sigma in 
measuring and managing the employee-customer encounter. Therefore, recommendations and 
implications based on the evidence will be an important aspect of the data analysis.  
 
82 The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
Analysis of Findings & Discussion 
 
Results 
Following the results from both the survey of employee engagement and survey of 
customer engagement the Human Sigma formula was applied. As noted, the Human Sigma or 
HS of a company is a function of employee and customer engagement scores. An organizations 
HS score is calculated by converting the mean scores on employee and customer engagement 
into percentile equivalent and then taking the square root of the product of the two percentile 
values. 
In this case, if either employee engagement percentile or customer engagement percentile 
is less than or equal to 50 then: 
 
HS = √  EE Percentile (51) x CE Percentile (39)    
   2 
Since one of the percentiles is below 50, the formula is SQRT (51 x 39) = SQRT (1989) 
= 44.6. That would fall in HS3 as HS1 = 0 to < 10; HS2 = 10 to < 30; and HS3 = 30 to < 50 
(Fleming & Asplund, 2007). Since 44.6 is less than 50, it falls in HS 3. This score is then used to 
establish threshold values that define each of the Human Sigma levels, HS1 through HS6. The 
HS4 threshold is defined at 50. An illustrated example is displayed below in Figure 2. Following 
the Human Sigma calculation, Fleming & Asplund (2007) identify the positive outcome of 
achieving high employee and customer engagement levels. Figure 2 below illustrates some of 
these outcomes e.g. customer and employee retention. 
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 Higher employee retention 
 Fewer lost work days 
 Higher productivity 
 Higher safety 
 Higher customer 
engagement 
Figure 2. Human Sigma Bands 
 
Discussion 
Despite this, the research has empirically tested the Human Sigma hypothesis that is 
linked to the employee-customer encounter of engaged employees create engaged customers. 
However, the results as displayed above from the application and testing of the Human Sigma 
instrument in an operational environment, indicate that the hotel is scoring higher on employee 
engagement but lower on customer engagement achieving HS3 overall. In turn, the hypothesis 
suggesting engaged employees create engaged customers is somewhat flawed. For example, at 
this level of Human Sigma = HS3 (higher employee engagement and lower customer 
engagement), organizations or businesses are frequently out of balance, ranking high on one but 
poor on the other. Analyzing the results in more detail, the highest rated score on the employee 
survey was Question 1:  I know what is expected of me at work - with an average score = 4.95.  
Subsequently, this is the very reason why employees are engaged and customers are less 
engaged. As discussed in the literature review, the employees are often process driven 
(transactional) and have limited knowledge of the customer’s expectations (Parasuraman, 2004). 
For example, role expectations are comprised of the privileges, duties, and obligations of any 
occupant of a social position (Sarbin & Allen, 1968). These expected behaviors must always be 
defined in relation to those occupying the other positions in the social structure (Solomon et al. 
1985). In the service industry and often in the hospitality sector, businesses frequently focus on 
transactional service rather than interpersonal levels of service. Due to limited control, 
employees may misinterpret customer requirements which can have a negative and lasting effect 
 More return 
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on the perceptions of the customer (Berry et al. 1988). Furthermore, Schneider & Bowen (1999) 
suggest that a service consists of an exchange relationship – a psychological construct to have 
needs gratified in exchange for money, time, and effort. They suggest that the challenge for 
service firms is to gratify and perhaps delight customers, while avoiding the perception that they 
do not respect customer expectations. As suggested by Solomon et al. (1985), the concepts of 
role expectations are especially powerful for determining the quality of the service encounter. 
Consequently, issues may occur because the participants do not share common role definitions 
(Solomon et al. 1985) as found in the study of Human Sigma. More specifically, inter-role 
congruence is a term described by Solomon et al. (1985) as the degree of agreement between 
both parties involved in the service transaction regarding the appropriate roles to be played. For 
example, a lack of congruence in roles toward communication can lead to decreased efficacy of 
dyadic communication performance. It seems then likely that the accurate mutual comprehension 
of role expectations is a pre-requisite for a quality service encounter (Bitner, Booms & Tetrealt, 
1990). 
Fundamentally, therefore, much of social behavior consists of joint activity and a major 
task for the interacting person is the mutual coordination of appropriate behavior with the other 
person (Thibaut & Kelly, 1959) or to predict an individual's behavior (which is obviated by 
congruent role enactment). Furthermore, when socio-psychological boundaries are dissolved 
through employee-customer identification, as described by Bhattacharya et al. (1995), the 
collectivistic aspects of the identity become more salient. This collectivistic orientation tends to 
foster relational exchanges, in contrast to individualistic identity orientations, which maintain a 
norm of transactional exchange (Flynn, 2005) as witnessed in the application of Human Sigma in 
a Hospitality setting. Consequently, the Human Sigma instrument gives interesting if conflicting 
results at the case study site. The results indicate that while employees have an inaccurate 
perception of their customer expectations, the customer scores reflect that a slightly inaccurate 
service is being delivered.  
Therefore, implementing the Human Sigma instrument has identified the following 
themes and issues and a detailed discussion will follow: 
Service encounter assessment and the interaction between employee and customer 
engagement – can the result assist managers’ understanding or improve the employee-customer 
encounter? Furthermore, can the service encounter be measured and managed through 
engagement metrics?  
Service encounter assessment and the interaction between employee engagement and 
customer expectations. Certainly, the findings suggest that the Human Sigma instrument assesses 
organization identification as described by Ashforth & Mael (1989), and is not ‘encounter 
specific’. 
Moreover, what is important to consider from the results is that customer and employee 
expectations change over time. Therefore, organizations need to engage customers and 
employees based on their individual needs – which can be difficult to achieve. Heterogeneity 
reflects that no customers are truly alike, and that each has unique expectations. This challenge 
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implies that an employee must understand customer needs in their interaction with them. 
However, many organizations in the tourism and hospitality sector for example, develop rigid 
scripts for frontline service employees, often based on past buyer behavior and transactional 
service processes. A more effective approach, as described by Fleming & Asplund (2007), is to 
help service employees understand what approaches have worked with customers before, while 
giving them the flexibility to listen to, and meet, a customer’s current expectations. For example, 
in many routine service encounters, such as hotel check in, particularly for experienced 
employees and customers, it can be suggested that the roles are well defined and both the 
customer and employee know what to expect from each other. The standardization of service 
delivery was aided by the development of Blueprinting and the introduction of self-service 
technologies. Despite this, it is difficult for organizations to guarantee that every service 
encounter will be of the highest quality since, in many situations, most of the control is in the 
hands of the employee and customer (Zeithmal et al. 1988). At the same time, Parasuraman et al. 
(1985) agree that service firms have difficulty in controlling services since they depend so much 
upon people as the prime determinant of that experience, a factor which is not conducive to 
ensuring standardisation and quality control. Due to the limited control, employees can 
misinterpret customer requirements as seen in the results, which can have a negative and lasting 
effect on the perceptions of the customer (Berry et al. 1988). Furthermore, standardisation of 
roles are designed to remove as much variability and individuality among employees as possible. 
In some cases within the tourism and hospitality industry, job roles are reduced to the lowest 
service standards and staged processes are embedded so that anyone can perform them. 
Consequently, this limits an employee’s understanding and recognition of customer expectations 
in the service encounter. Therefore, it has been noted and discussed in detail and confirmed in 
this study, that problems arise when there is a discrepancy somewhere in the service system. This 
inconsistency with expectations, the results from the application of Human Sigma, signify the 
employee’s perception of the job duties differs from the customer’s expectations or the 
customer’s conception of the customer’s role differs from the employee’s notion of that role 
(Solomon et al. 1985).  
In accordance with these findings, social identification is the extent to which an 
individual senses a oneness or sameness with others in a social group (Tajfel & Turner, 1986). 
For example, research conducted by Solnet (2006) displays factors that increase a sense of social 
identity making people: more willing to communicate, more open to others communications and 
more likely to interpret communicative actions in similar ways (Haslam et al. 2003). More 
specifically, customer-employee identification is a type or classification of social identification. 
For example, during the service encounter, the service employee image interacts with the 
customer’s self-concept generating a subjective experience. The rationale behind this comes 
from social psychology literature and it is argued that people try to protect and enhance their 
self-concept by affiliating with people whom they perceive to be the same as them (Turner, 
1985). However, Human Sigma does not consider this element in its proposed instrument for 
measuring and managing the employee-customer encounter. Instead, Human Sigma focuses on 
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the employee’s and customer’s identification with the business.  Therefore, introducing this 
concept helps explain some of the variance that Human Sigma cannot.   
In addition, from a social psychological perspective, individuals attempt to make sense of 
one another in order to guide their own actions, as well as the social interaction process with 
others (Fiske, 1993). During the consumption process, a particular service user-image interacts 
with the consumers self-concepts, generating a subjective experience referred to as a self-image 
congruence (Sirgy et al. 1997). Furthermore, during the service encounter, customers may use 
some congruent traits that are associated with the human personality and structures that can be 
used to make sense of other people (Leyens & Fiske, 1994), and many form these impressions in 
even the briefest social interactions (Ambady & Rosenthal, 1992). McGinnies & Ward (1980) 
argue that perceived similarity between customers and employees facilitates communications 
concerning specific service attributes. For example, Coulter and Coulter (2002) state that 
perceived similarity helps individuals to reduce interpersonal barriers, allows them to identify 
with others on a personal basis and generates a level of trust and assessment of others according 
to perceived similarity with themselves. Similarly, Stinglhamber et al. (2002) identify the 
importance of affective commitment in the service encounter. Such findings reflect the theory of 
homophily (Lazarsfeld & Merton, 1964) which argues that individuals enjoy the comfort of 
interacting with others who are similar to themselves.  
Other drivers of employee-customer identification are how front-line employees construe 
the distinctiveness, similarity, and prestige of the customer’s identity (Ashforth & Mael, 1989). 
Many roles in the tourism and hospitality sector, such as those of front-line employees, 
inherently contain a substantial relational component (Sluss & Ashforth, 2007), where 
employees work at the boundary between the company and the customer. In these cases, 
conditions are ripe for employees to assess their place in a complex social landscape. The 
researcher has extended this view, asserting that employee-customer identification enhances the 
quality of the service encounter. Therefore, in the context of frontline employees who span the 
boundary between the company and its customers, the complexity of the ‘social landscape’ may 
result in an assessment of the self-concept in relation to the organization and its customers. 
However, it has been noted that the Human Sigma instrument only measures organization 
identification. It has been observed from the findings that the organization can be a powerful 
emblem of group identity for employees. However, recent advances in social identity theory and 
management suggest that employees can identify with more than the organizational identity 
(Ashforth et al. 2008). It has been argued that relational identities, those which relate to a work 
relationship with another individual or group (Sluss & Ashforth, 2007), can also be a powerful 
source of self-definition. By identifying with customers, employees perceive themselves to be 
relatively interchangeable exemplars within the social category, where the employee-customer 
relationship is a basis for self-definition (Sluss & Ashforth, 2007). Employee-customer 
identification functions independently from identification with the company. However, the two 
can coexist, converging or competing with one another (Sluss & Ashforth, 2008). Employee-
Customer Identification is a new concept, but the notion that employees can construe the 
disposition or values of those on the other side of the corporate boundary is already present in the 
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literature. As such, customer-employee identification is thought of as a mirror image of 
employee-customer identification where customers also identify with the employees.  
Certainly, therefore, through the review of the literature and the application of Human 
Sigma, the findings indicate some limitations with the current measures. For example, scoring 
high on employee expectations of the job role is somewhat comforting and pleasing for 
management as discovered in this study. Despite this, understanding why your customers have 
lower levels of engagement if your employees are engaged is confusing and an issue for 
managers and ultimately the success of the business. It is apparent therefore, following the 
implementation of the Human Sigma instrument, that it fails to measure the connection between 
the employee and the customer and vice versa. A radical finding from the research and study of 
Human Sigma is that it only measures the strength of the relationship between the employee-
organization and the customer-organization. It fails to measure the social relationship between 
the employee↔customer which is vital in determining the quality of the service encounter. 
Although Human Sigma claims to ‘link the quality of the employee and customer encounters, 
weaving together a consistent method for assessing each encounter and a disciplined process for 
improving future encounters’ (Fleming et al. 2005), it is clear from the findings of this study that 
the measure of employee-customer encounter effectiveness does not appear to be based on any 
information actually derived at the point of these encounters.  
Furthermore, another criticism of the Human Sigma model as evidenced by this study is 
the accuracy of the underpinning theory of engagement and as discussed later, it is questioned as 
to whether the employee-customer encounter can be measured solely on the terms of 
engagement. In turn, the author submits the premise that further dimensions are required. As 
noted, there is a growing realization that the traditional and new approaches to managing the 
service encounter are failing both employees and customers, and therefore limiting the 
opportunity for businesses to improve. The literature review and the application of the Human 
Sigma instrument exposed some limitations with the current measures. The study of the Human 
Sigma instrument revealed that it does not adequately capture the social nature of the service 
encounter. Recognizing that in the hospitality and tourism industry and in many other service 
industries, the social nature or the impact the person to person contact has on the overall service 
experience is critical. For example, it has been argued that service encounters are first and 
foremost social encounters and must therefore proceed from a conceptualization of these 
structural and dynamic factors that affect social identification. As noted, employee-customer 
identification functions independently from identification with the organization. However, the 
two can coexist, converging or competing with one another (Sluss & Ashforth, 2008).  
Hence, this research will attempt further to originally contribute to the body of 
knowledge by proposing a new model and instrument that captures not only the organizational 
identification elements but also the social identification aspects of the service encounter. In other 
words, the current research aims to extend the Human Sigma approach to incorporate the impact 
of both employee-customer identification and customer-employee identification (which involve 
the degree to which customers and employees, identify and interact with one another to fulfil 
self-definitional needs/role expectancies) in order to determine the quality of the service 
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encounter. It is argued that the root cause of many employee-customer encounters is the failure 
of participants to identify with each other and not just the failure to identify with the 
organization. Therefore, this study will deepen our understanding of the importance of measuring 
and managing identification. Unlike Human Sigma, which identified the importance of 
organizational identification in levels of engagement and dissimilar to previous research that 
identified general dimensions of measuring and managing the service encounter, this study 
identifies specific behaviors and emotions in the service encounter.  
Implementing the Human Sigma instrument has identified that Human Sigma can be a 
useful tool to measure employee and customer organization identification, but recognized that 
further developments are needed in order to better measure and manage the employee-customer 
encounter. This suggests a degree of conceptual complexity which is not embraced in the Human 
Sigma model, where the links between employee engagement and customer engagement take no 
account of the actual social encounter. The study revealed that while engaged employees do not 
necessarily cause emotionally engaged customers – both employee and customer engagement is 
a pre-requisite for business success. Additionally, it is the degree to which customers’ and 
employees’ identify and interact with one another to fulfil self-definitional needs/role 
expectancies that will ultimately enhance the service encounter.  
The inability of employees and customers to understand role expectancies in the service 
encounter created a vital link to the importance of social identification in managing and 
measuring the employee-customer encounter. In analyzing the items inherent within Human 
Sigma, the significance of high employee and customer engagement is dependent on both 
employee↔customer identification – which involves understanding role expectations in the 
service encounter. Therefore, the construct ‘mutual understanding’ (Bitner et al. 1990) between 
customers and employees emerges as an important underlying factor in determining the level of 
engagement in service encounters. It also confirms the importance of incorporating the recent 
advances in social identity theory and management that suggest employees can identify with 
more than the organization (Ashforth et al. 2008) and likewise so can customers. As noted, the 
principal aim of the research was to apply and test the Human Sigma instrument in an 
operational analysis within a hospitality case study. As a consequence, the research not only 
identified potential limitations inherent in the Human Sigma model but also, and most 
significantly, enables the development of a new conceptual model and instrument for measuring 
and managing the service encounter.  Therefore, the following discussion considers the 
implications for further research and practice.  
 
Implications for Research and Practice 
 
Scale Development Process 
Human Sigma served as a starting point for the development of the new instrument 
namely: The Human Identification Instrument. The items have been developed based on an 
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extensive literature review and the application of Human Sigma as seen above and will be 
discussed in detail below. In total, the employee instrument consists of 19 items and the 
customer instrument consists of 17 items (see Table 1 & 2). Like the Human Sigma scale, all 
items would use a 5 point Likert-type scale where 1=strongly disagree and 5=strongly agree. It 
was important to ensure and maintain the user friendly attributes from the Human Sigma 
instrument. Furthermore, when selecting scales, it is important to allocate scales that are reliable 
(DeVellis, 2011). One of the main issues as described by Pallant (2007) concerns the scale’s 
internal consistency – which refers to the degree to which the items that make up the scale ‘hang 
together’. Therefore, Cronbach alpha coefficients were computed to estimate the scale reliability. 
Cronbachs alpha coefficient was 0.91 (suggesting very good internal consistency) for the 
customer questionnaire and 0.77 for the employee questionnaire; therefore exceeding the 
minimum recommended internal consistency threshold (alpha coefficient >0.70) and were 
therefore deemed reliable (Pallant, 2007). An inspection of the alpha if item deleted column 
revealed there was no need to eliminate any items from the scale to further improve the 
reliability coefficient. The first stage of the research consisted of the purification of the scale in a 
sample of 12 employees and 33 customers at one site and ultimately the same site as the previous 
study, which compares favorably to other hospitality case studies (Barsky & Huxley, 1992). As 
noted, the following are the Performance Measures used in the study: 
 
Customers  
Table 1 
 
Human Identification Instrument for Customers 
 
Elements of the Human 
Identification Instrument 
Measurement Criteria 
Attitudinal Loyalty Overall, how satisfied are you with  X = Name of 
Business 
Customer Loyalty 
 
How likely are you to continue to choose X 
How likely are you to recommend X to a friend 
Emotional Attachment X is a name I can always trust 
X always delivers on what they promise 
X always treats me fairly 
If a problem arises, I can always count On X to reach a 
fair and satisfactory resolution 
Customer-Organization  
Social Identity 
 
I feel proud to be a X customer 
X always treats me with respect 
X is the perfect company for people like me 
I can’t imagine a world without X 
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Customer-Employee 
Identification 
Power Balance 
 
The staff at X understand  my needs  
I feel the staff at X have too much power over me 
The staff at X find out what kinds of products or 
services that would be most suitable for me 
I feel comfortable dealing with the staff at X 
I feel a connection with the staff at X 
Having a connection with the staff improves my 
experience  
 
Employees  
 
Table 2 
 
Human Identification Instrument for Employees 
 
Elements of the Human 
Identification Instrument 
Measurement Criteria 
Employee-Organization 
Identification 
Quality of the local 
workplace – Employee 
Engagement 
 
I know what is expected of me at work 
I have the materials and equipment I need to do my 
work right 
At work I have the opportunity to do what I do best 
everyday 
In the last seven days, I have received recognition or 
praise for doing good work 
My supervisor, or someone at work seems to care about 
me as a person 
There is someone at work who encourages my 
development 
At work, my opinions seem to count 
The mission or purpose of my company makes me feel 
my job is important 
My associates or fellow employees are committed to 
doing quality work 
I have a best friend at work 
In the last six months, someone at work has talked to me 
about my progress 
This last year, I have had opportunities at work to learn 
and grow 
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Employee-Customer 
Identification 
 
I feel a connection with our customers  
I identify little with customer expectations  
I feel customers have too much power 
When I talk about our customers, I usually say ‘we’ 
rather than ‘they’ 
Customers and I are on the same team 
I feel more powerful in the service encounter than the 
customer 
I perform the service better when I have a connection 
with the customer 
 
The aim of this part of the research therefore is to introduce a social psychological 
dimension to existing research (Human Sigma) which links employee-customer identification 
and customer-employee identification with important business outcomes – in this case the quality 
of the service encounter. The Human Identification instrument aims to find significant 
connections between a persons’ identification with their organization and each other (employee 
or customer). Relational forms of exchange are analogous to customer orientation as outlined by 
Saxe & Weitz (1982) because each interaction is embedded in the context of a long-term 
commitment to exchanging value. This reasoning leads the researcher to construe that the more 
the perceived boundaries between employees and customers are dissolved, and an identity 
emerges (employee-customer identification), the more frontline employees will seek to satisfy 
customer’s expectations. These observations provided the theoretical framework of Figure 3: 
 
 
           1. PEOPLE          2. PEOPLE 
         Our Employees/                Our        Our Customers 
         Front-line Staff 
 
 
 
 
 
Figure 3. Building Identification Theoretical Framework Human Identification – positions 
‘people’ at the centre 
 
 
Build 
Identification 
Build Relationships 
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In addition, hospitality managers could use the Human Identification Scale as a selection 
tool to identify suitable employees. Therefore, a new operational focus is required to recruit, 
train and manage front-line employees. From a customer’s perspective, the Human Identification 
instrument can assess how customers perceive the quality of interaction they have with 
employees. Soliciting such information can help the business to better identify the link between 
organization and customer identification in order to improve the service encounter. Based on the 
theory that a customer orientated business must know and understand their customers – the 
Human Identification instrument detects whether or not processes are in place to monitor 
customers’ changing expectations. 
In particular, the study has demonstrated how the scale was built and the usefulness of the 
results for owner/managers of service businesses. For example, once adopted, the instrument 
could be used by managers in several ways. The scale can provide measures to assess an 
employee and customer’s identification with the organization and identification with each other. 
This can be achieved by averaging the scores on items making up the element and individual 
items scales can provide insight into which particular aspects of an element might pose a 
problem thereby indicating suggestions for improvements. The question that scored this item 
(have you received praise and recognition in the last 7 days) would allow the business to analyze 
the new system. The results would also allow managers to understand how this impacts on 
building relationships. 
Like Human Sigma, the Human Identification instrument takes a holistic approach to 
measuring and managing the service encounter as it is not possible to measure and manage the 
employee and customer experiences as separate entities. Creating value in a service organization 
is a function of the interaction between employees and customers, and businesses must view both 
sides of the employee-customer encounter as interrelated and mutually dependent (Fleming & 
Asplund, 2007). Furthermore, the instrument permits the measurement and management of the 
employee-customer encounter at the local business level. This is also particularly appealing, of 
course, to managers of businesses who measure and manage at the local level.   
However, improvement in Human Identification performance will require deliberate and 
active intervention. Measurement by itself is never enough to improve performance (Deming, 
1990, Dale, 2003, Fleming & Asplund, 2007 and Marr, 2012). For example, creating 
organizational change is challenging and requires active intervention (Williams & Buswell, 
2003, Dale, 2003, Fleming & Asplund, 2007, Marr, 2012). Transactional activities as described 
by Fleming & Asplund (2007), such as action planning, training and other interventions are 
cyclical and recur regularly. In particular, they are designed to help the business do what it 
already does – but better. Furthermore, transformational activities are structural interventions 
that focus on selection, promotion, pay and employee evaluation (Fleming & Asplund, 2007). 
For example, transformational activities can include succession planning and 
recognizing/developing your employees (Ford, Sturman & Heaton, 2012). These activities focus 
on creating an organizational infrastructure that would support the Human Identification Model. 
Ultimately, engaging employees undertaking training and before changing service processes, 
employees will be more ready for a change in culture (CQI, 2013). Furthermore, utilizing 
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structured selection interviews to hire individuals with more talent for a particular job could be a 
powerful way to build a stronger Human Identification culture. Therefore, the findings display 
the importance of maintaining high levels of employee↔customer identification through careful 
selection, training, supporting and rewarding of front-line employees. 
Although managers ‘want to do what they already do but better’ they have to be 
passionate and committed. Therefore, effective use of tools and techniques such as Human 
Identification can assist employees to accept more ownership for improvement. For example, the 
extent to which involvement takes place is also dependent on leadership and communication 
(Dale, 1998). The issue here is that the effectiveness of any tool or technique is dependent on 
how it is used, and how the application of it is supported and facilitated in the workplace. 
Managers also have influence over the organizational culture, which indirectly affects the control 
over service encounters (Jones & Lockwood, 2004). Indeed, it has been observed that without 
focused and disciplined action, even the best evaluation tools are nothing more than information 
without context (Sutton, 2014, Fleming & Asplund, 2007, Marr, 2012). It is by taking action on 
that information which will begin to embed Human Identification, and for sustainable success, 
reward and encouragement is vital. 
 
Conclusions 
Originally contributing to the body of knowledge, this study was the first known 
investigation to implement and analyze the Human Sigma instrument. This study confirms the 
views of Fleming & Asplund (2007) about its suitability for high contact service organizations. 
However, the study did not confirm the view that engaged employees create engaged customers. 
The inability of employees and customers to understand role expectancies in the service 
encounter, created a vital link to the importance of social identification in managing and 
measuring the employee-customer encounter. In analyzing the items inherent within Human 
Sigma, the significance of high employee and customer engagement is dependent on both 
employee↔customer identification – which involves understanding role expectations in the 
service encounter. Therefore, the construct ‘mutual understanding’ (Bitner et al. 1990) between 
customers and employees emerges as an important underlying factor in determining engagement 
in service encounters. Jones & Lockwood (2004) agreed that the overall interaction is governed 
by the ‘mutual responses' of the individuals.  The study also confirms the recent advances in 
social identity theory and management that suggest employees can identify with more than the 
organization (Ashforth et al. 2008) and, likewise, so can customers. This study indicates that 
both employee↔customer identification impacts on the evaluation of the service encounter.  
Through applying the Human Sigma instrument, the study has further identified the 
relationship between organizational identification and social identification, in the context of a 
hospitality business. A key conclusion of this research is that the Human Sigma instrument can 
be adapted to measure not only organizational identification but also social identification in the 
service encounter. In this regard, this research adds further that there needs to be a significant 
shift away from solely focusing on general, abstract dimensions of service encounters including 
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employee↔customer organizational identification to an increased comprehension of other 
factors that improve the service encounter.  
This study has provided a valid and reliable instrument that takes into account the on-
going social nature of the service encounter. The new scale can distinguish between the different 
types of identification (organization and employee/customer) and, therefore, it provided the 
detail necessary to assess the strengths and weaknesses of the employee-customer encounter. The 
Human Identification instrument can serve as a tool to measure and manage the employee-
customer encounter.  Like Human Sigma, the Human Identification instrument takes a holistic 
approach to measuring and managing the service encounter. You can’t measure and manage the 
employee and customer experiences as separate entities. Creating value in a service organization 
is the interaction between employees and customers, and businesses must view both sides of the 
employee-customer encounter as interrelated and mutually dependent (Fleming & Asplund, 
2007). Furthermore, the instrument allows you to measure and manage the employee-customer 
encounter at the local business level.  
Like Human Sigma, the Human Identification Instrument is a strategic approach that 
needs to be supported by tactics for driving improvement and organizational change. One of the 
reasons on the success of Six Sigma for example, was the fact it was embraced by management 
as a business strategy. Management involvement and support is crucial because without it, any 
initiative, strategic or otherwise is doomed to failure (Fleming & Asplund, 2007). Human 
Identification in the service encounter is intended to drive business performance by optimizing 
the human systems that are vital to the organizations success. Finally, this study has extended the 
limited research on the Human Sigma approach, and introduces the impact of human 
identification in service encounter research - an opportunity that no business leader can ignore.  
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Executive Summary 
In a case study at the Stjørdal site of Norwegian Statoil, we found that a corporate 
strategy for communication and information flow designed to work in a dialectical relationship 
(top-down and bottom-up) was successful in executing a change to a virtual and networked 
organization. The findings are based upon our extensive interviews with participants in a change 
process that took place in 2009-2011 in this largest of all Nordic corporations. We learned that 
the bottom-up flow of information secured employee ownership as well as provided top 
managers with knowledge about the state-of-the-art operating practices being pioneered by 
empowered local leaders. At the same time, the top down flow allowed management to ensure 
the local leaders followed company values and worked towards corporate goals. The 
interpretation of the data further led to a model we propose for value creation in change 
processes. The model consists of a value chain, value workshop, value network and value 
community all linked together by a value communication.  
 
Introduction 
The primary purpose of this case study is to investigate how the leaders in the Norwegian 
company, Statoil, could by relying on the extensive use of information communications 
technology (ICT), strategically use available communication tools to change from a matrix 
structure to a virtual and networked organization. Management believed that this new structure 
would not only allow better communications and knowledge sharing across this widely dispersed 
organization, but also enhance productivity and motivation among the employees by enabling 
them to access knowledge and share work experiences globally. The secondary purpose was to 
develop an understanding of how the leaders in a specific Statoil site, Stjørdal in Norway, could 
use internal communication tools to sustain motivation and productivity among the employees 
during the change process into a virtual and networked organization.  
 
Background on Statoil’s Changing Business Position 
Statoil was established in 1972 as a state owned company to handle the Norwegian oil 
resources in the North Sea. Mobil, Exxon, Elf, BP, and others had already located large oil 
resources both in the British and Norwegian sector of the North Sea. Statoil started out as the 
enforced business partner and the Norwegian controller of the resources. For the following thirty 
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years, Statoil focused handled only on the Norwegian market and did not bother much with 
global externalities. This changed in 2001 when Statoil was introduced into the global stock 
exchange. Today it has more foreign employees than Norwegian employees. Although Statoil 
depended for its first twenty years on government protection like those companies in South 
America and the third world get from their governments, it is today, as are its partners in the 
Norwegian oil service sector, competitive in all respects. Consequently, its current focus is more 
on the global scene than the Norwegian scene and the company has become a preferred partner, 
especially for other state controlled oil corporations. Statoil was in 2012 and 2013 the no.1 oil 
operator in finding new oil and gas resources. The main challenge is to make them profitable in 
spite of a higher cost level than their competitors. 
Norway has some unique challenges in its work force. Although its “free” educational 
and health care system has secured equality and high female participation in the work force (82% 
in 2013), immigration is important in filling the jobs. . There is an agreement in all businesses 
that Norway needs a strong immigration of skilled workers.  Although Norway had the second 
largest European emigration in percentage of its population to USA in 1860-1930 (Løvoll, 1979), 
immigration in 2009-2013 was the third largest in Europe. This influx of workers gave Norway 
access to the unemployed working market in Europe 
The current global engagement has increased the external complexity for the company. 
The organization had moved from a hierarchy to a matrix organization but Statoil’s management 
wants to become more of a team and network based organization as 80% of all activities are 
executed by contractors and partners. Statoil has a very close link to the Norwegian oil service 
companies and has facilitated their emergence into the world market. Many of them, like Aker 
Solutions, Aibel, and Subsea 7, are world leaders in providing engineering services to the energy 
sector. Statoil’s Norwegian leaders continue to manage these networked projects thereby 
dramatically increasing the need for managing internal and external communication between 
teams, projects, and partners. The transfer of knowledge in and between projects is an important 
part of their knowledge and communication strategy. Creating effective communication linkages 
through ICT and team-/project leaders has consequently become crucial in fulfilling Statoil’s 
overall strategy.   
The success story of Statoil has been explained as ordinary people delivering 
extraordinary results (Olaisen, 2012). Their pipeline human resources policy where one qualifies 
for positions through an administrative and/or professional pipeline has given Statoil a low 
turnover. The case in this article illustrates how an ordinary group of leaders and managers 
transformed a local success story into a corporate success story. The successes and failures were 
documented and could be retrieved in the whole corporate system and people were rotated to 
transfer the personal experiences. This created a transfer of explicit and tacit knowledge. 
When Statoil started in 1972 it had no oil and gas experience. It has since grown as a 
state owned company (60% owned by the Norwegian state) to become the largest Nordic 
company and the ninth largest energy company in the world while sustaining its vision of 
“crossing energy frontiers through working smarter, greener and safer”. It reported a net profit of 
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USD 30 billion in 2013. Statoil has been a forefront runner in the use of technology, innovation 
and temporary organizations (i.e. project and matrix structures) (IPA, 2013). In the 1990’s, the 
company created distributed competence resource centres along the Norwegian coastline (2800 
km) where the slogan was that they were one aligned team even if they were 94 onshore and off 
shore sites (centres). Since the oil resources are found along the coast line, Statoil, together with 
the oil service companies, have their headquarters there The company slogan is “When you don´t 
get the ones you love, you have to love the ones you got” and hoped that these centers would 
allow them to access quickly and efficiently the knowledge of the ones they loved. 
Early in the new millennium, Statoil made a decision to create virtual organizations as it 
hoped to benefit from this unique organizational form. A virtual organization is an organization, 
which is able to connect its employees’ competencies (i.e. knowledge, skills and abilities) 
globally through information and communication technology (ICT). Statoil had been a 
frontrunner in using technological tools to link distributed global teams together and could use its 
past experiences to improve all procedures through standardization and simplification. The 
philosophy underlying Statoil’s strategy for changing to a virtual organization was to find and 
implement ways to work smarter, safer, and greener.  Statoil’s vision is to work as a knowledge 
sharing company wherever it operates. Using information communications technology, the 
company’s goal was to enable teams at all its sites to share their competence virtually and, if 
needed, they could even provide physical assistance.  
Thus, in its quest to obtain faster and more informed decisions, Statoil undertook a large 
change process to become an ICT enabled virtual organization. With this technology, a virtual 
organization can provide real-time information and broader access to competence-based 
solutions.  For Statoil, this would mean if there is a problem or opportunity in the Mexican Gulf, 
it could use its employees’ competence located at any of its on- and/or offshore sites to prevent 
and solve problems (i.e. reduce the risks in gas and oil production) or pursue new opportunities.  
Management felt that this change to a virtual structure was critical to Statoil in 
overcoming its competitive disadvantage of having the highest cost level for oil production in the 
world in its North Sea and Artic operations. As employers of more than 12,000 high cost 
engineers with another 3000 open positions, it needed to aggressively utilize its ICT competence 
in substituting manpower with technology and smarter working procedures. Statoil also works 
closely with the Norwegian School of Engineering (NTNU/SINTEF) as a cost effective way to 
substitute its own employees with university expertise in order to develop new solutions and 
improvements for its operations.  
One team and one integrated global organization created with ICT into a virtual 
networked organization was the goal. This effort to achieve total integration by Statoil was a 
significant repudiation of the large matrix organization recommended by global consultancy 
companies. Management didn’t believe that the efficiencies they needed to achieve could be 
achieved using a matrix structure. Consequently, they decided in 2002 to become a totally 
integrated global oil and gas operator. One of the steps it took was to create what it termed, 
Integrated Operations (IO). IO integrated all offshore and onshore operations by linking together 
104 The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
electronically all documentation, procedures, and experiences. It looked upon all their onshore 
and offshore sites as projects operated by teams. There would be for each project one responsible 
asset owner (AO) with Asset Owner Representatives (AORs) and line leaders (i.e. project 
leaders). A line leader might have many teams with a team leader for each team. There would be 
non-negotiable procedures and ethical values that would apply wherever the site is located 
whether it was in the US, Brazil, Tanzania or Norway. As examples, health and safety rules 
could not be broken as a life has the same value for Statoil wherever the employee is working 
and there would be zero tolerance for accidents. Short cuts on the non-negotiable procedures and 
values are not tolerated and result in removal of the offending leader(s).  
 
Managing Change Processes at Statoil 
Statoil knew that managing change would be a challenge for the entire organization. This 
new type of organizing would, for example, lead to new knowledge demands, more groups 
forming on temporary bases, more collaboration between different types of working groups 
working flexible hours, and more use of open office architecture. The open office structure was 
adopted to open up team collaboration and to accommodate rotating team members. To exploit 
all the advantages of the proposed organizational change, it was vital that the company anticipate 
and plan for the possible pitfalls and also to implement the change in such a manner that the 
employees acquired an understanding of the change, its impact, and its associated philosophy.  
Statoil had studied different companies in the same industry and found that there were 
several different ways to organize virtual corporations. They concluded that there was no 
identified “best way” of creating a virtual organization. Our research on changing to virtual 
organizations found that most studies were based on traditional top-down managements with 
their leadership hierarchy. These are different from the Norwegian balanced leadership model 
where bottom-up is equally important.  
This case study is based on Statoil’s sub-surface activity in Stjørdal, Norway when it 
changed from a traditional project based to a virtual organization. At Stjørdal, geologists and 
engineers work in subsea projects with very demanding processes directed towards the extraction 
of the gas and oil findings in their area. The goal of the change was to create more collaboration 
at the operating level in order to generate better solutions to the challenges of undersea extraction 
by better utilizing the competencies of all Statoil employees regardless of their location. Statoil 
also hoped this virtual organization would result in a more decentralized organization where 
decisions could be made closer to the operations and with closer cooperation between operating 
units onshore and offshore. The company felt that the traditional top-down paradigm of 
planning-strategy-decision-doing was not working. They needed a bottom-up flow from the 
“doers” giving the leaders the information about “what was going on” and what cost effective 
improvements were needed. Statoil had no good leadership experience for top-down decisions, 
but wanted bottom-up participation to be able to increase the productivity more than the rise in 
the salaries. Because people are motivated by different factors, the quantity and kind of those 
different factors in each company’s culture have to be considered when implementing a change. 
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Management felt that the key to implementing change that would successfully work 
within the new virtual organization would result from ensuring that the employees had sufficient 
information to understand the value-creating process in Statoil as well as the consequences of 
this process for the sub surface activities. The assumption was that if management could ensure 
good internal communication, a higher level of production and motivation among the employees 
could be achieved. Internal communication had traditionally been limited to information about 
Statoil’s value chain and its value network. To change to a virtual organization, management felt 
that communications should be expanded to include a newly created “value workshop” to 
identify the skills needed to operate in a “value society” led by managers who were able balance 
their requirements to management with their need to lead using  “value communication” to create 
a “value dialogue” with employees.   These are defined in table 1.       . 
   
Table 1 
Definitions: 
1. The value chain – the whole value creation process that the company offers 
2. The value society – the way in which corporate governance operates 
3. Value communication/value dialogue – the balancing act between managing and 
leading 
4. The value workshop – A plan to create the knowledge, skills, and attitudes needed 
in the organization handled either through corporate communication or strategic 
knowledge management.  
5. The value network- The network needed to deliver the value chain – i.e., partners, 
contractors, subcontractors and customers who co-create the value chain. 
6. The value community - The political, social, technological, cultural, 
environmental, and stakeholder values that tie an organization together 
 
We propose that competitive advantage can only be gained through understanding the 
Value Dialogue as a communication navigator among the Value Chain, the Value Workshop, the 
Value Network, and the Value Community.  While Statoil felt confident in its management’s 
ability to control results, it hoped these new tools would improve its leadership’s effectiveness in 
change. Leadership is engaging Statoil’s employees in the knowledge creation and distribution 
process while management control ensures that decisions are made in accordance with targeted 
results and non-negotiable values (health, safety and environmental issues together with 
corporate ethics). This balances a top-bottom and bottom-up communication dialogue. The key 
would be to push Statoil’s strategy into the projects all over the organization through effective 
communications and empower the project leaders with the opportunity to set their own direction 
and decide on their own solutions. Statoil described the approach as giving project leaders the 
106 The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
hope that they are empowered to solve problems their way so that other project leaders might 
feel empowered to find “hope solutions” themselves for their problems.      
Statoil´s balance between leadership and management is in many ways like Toyota´s lean 
kaizen where project leaders’ virtual collaboration with other project leaders enables them to 
adopt incremental improvements across Statoil’s global organization. Moreover, Statoil 
borrowed from Volvo a team approach to problem solving. Norwegian Professor Thorsrud had 
worked with Volvo in the 1950´s to create teams that rotated work among the team members 
when building cars (Sørhaug, 2010). Job rotation created multiskilled employees who could 
knowledgeably collaborate on potential improvements and were able, consequently, to readily 
adopt new solutions and production improvements. Sixty years later, Thorsrud´s multiskilling 
model, is the model for Statoil´s global virtual organization. Whether the teams are producing oil 
and gas or developing new production facilities, Statoil’s information and communication 
technology together with greater employee competence would give an “old” model a “new” 
working life. The challenge for Statoil was to find a way to use a virtual organization’s ICT to 
expand the knowledge sharing by Volvo’s multiskilled employees to build a car into a global 
multi-cultural oil producing corporation. 
 
Methodology 
The basic principles for this research are found in the hermeneutic circle developed by 
Aas Askheim and colleagues (Askheim, Gaute & Grennes, 2000). The purpose of this method is 
to develop a meaningful interpretation of the situation under study based on dialogue. The 
process consists of gaining a mutual understanding through a gradual correction of the 
participants’ reality and assumptions through dialogue. A qualitative research design was 
suitable in this case study because it could best reveal the personal and in-depth information 
behind the participants’ reactions to a change to a virtual organization. It allows gathering 
information about the relationships, attitudes, needs, and values in the workplace as well as how 
the workers wished to be informed in connection with the organizational change. 
The empirical research was conducted at the Statoil site in Stjørdal. Twenty-five 
respondents were chosen to participate twice in the interviews in 2009-10 and, subsequently, in 
two panels in 2011 following up on the main findings. Fifteen of those interviewed had a 
leadership role and 10 were employees. The interviews were conducted as individual one-hour 
interviews.  The participants, who had worked in Stjørdal between one and twenty years, were 
chosen based on their different roles in the change process.  Two of the respondents were asset 
owner representatives (AOR); two worked directly with the development and leadership of 
Integrated Operations (IO), four functioned as line leaders, two were leaders for the operational 
room and five were team leaders. Ten of the interviewed were employees participating in five 
different teams. All were initiative takers in the changes and members of the bottom-up change 
group. Ten of the 25 interviewed were women (i.e., 40%) which approximate the corporate 
number of women employees (35%). Statoil has the most women employees and most 
employees with a doctoral degree (5%) of all oil and gas companies in the world.  
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An unusual aspect of this change is that the employees, and not the leaders, initiated the 
change in Statoil, Stjørdal. This was a bottom-up change initiative. It was, in fact, the leaders 
who most resisted the change. Statoil’s leaders sanctioned the changes but the change group led 
the change process to create the virtual corporation as they saw it solving their communication 
challenges in sharing knowledge across the organization. The Norwegian culture encourages 
such a bottom-up movement owing to the equality in the working culture (Sørhaug, 2010). 
Consequently, the employees are used to taking initiatives and proposing changes.  
All levels were represented with at least two participants. The respondents were also 
included in two, two-day discussion panels. The first panel was used to rank our findings 
regarding communication and influence. The second panel was used to discuss corporate value 
creation and the emerging model from this study. The findings of this study were presented in a 
meeting with all participants. The oral and written reflections and comments were used to 
modify the conclusions and to improve the findings. The findings were also sent to five other 
Statoil sites for verification and comments.  
 
Findings from Interviews 
 
Internal Communication in a Change Process  
Research generally shows that employee involvement in planning, decision-making, and 
implementation is a critical determinant on employees’ attitudes towards change. The feeling of 
having contributed to the successful change gives a feeling of ownership of both the process and 
the final result (Irgens, 1996; Edwards & Wilson, 2004). Participation means genuinely 
involving people, as much as possible, in the generation of information and ideas about how to 
change, and in the testing and further development of the change once it’s made. This empowers 
people by giving them resources, knowledge, and power to influence outcomes. This describes 
Statoil’s approach to change as the leaders and the team were given power to carry out the 
change process themselves. Moreover change leaders were given the resources and time to get 
employee involvement and participation. The team influenced the design of the change and 
participated in the suggested changes once made plus in offering suggested improvements as it 
was being implemented. There was an ownership to the concept of a virtual organization, the 
process of changing to this form of organization and the actual implementation. This 
involvement led to more than 300 suggestions for improvements in the change implementation.  
Management also anticipated resistance to the change and acted proactively to counteract 
it. Statoil’s managers knew that is important to anticipate the viewpoints of all those involved. 
Taking an empathetic approach they sought to put themselves in the place of those who are 
opposed to change (Edwards & Wilson, 2004). Opposition to change, therefore, was dealt with in 
the concept phase where all disagreements were discussed and constructive suggestions were 
incorporated into the change. This ensured that those disagreeing became a part of the change 
process. Moreover, because of this participation, the early resisters later became the strongest 
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supporters of the change process. This participation also ensured that the most common reason to 
resist change, fear of the unknown impact of change on those having to change, would be 
eliminated or alleviated.  Since some employees feared that they could not master the changes, 
be forced to move, or required to compete for their changed jobs, being able to discuss these 
fears openly reduced their anxiety by communicating fully the results of the changes on  their 
future as well as providing realistic hope for learning and new careers.  
A key learning from this case is that information and communication can never be 
overdone. Because of management’s efforts to fully communicate, employees had a much 
greater awareness of information and communication than anticipated. This affirms the empirical 
findings of Olaisen´s (1984) doctoral dissertation.  We learned also of the importance of what we 
termed a dialectic relationship between information and communication. The formal information 
was discussed between the employees in informal communication sessions and the leaders made 
it clear that they could always be asked informally about the formal information. It was 
discovered in the interviews that the employees even discussed their understanding of the 
information being provided to them at work. This informal communication in social and family 
life settings created a stronger togetherness feeling for the whole change process. Management 
encouraged these off-work discussions. Indeed, the partners of all employees were invited to a 
togetherness team party where the concept of the change and the change process were discussed. 
This team partying accords with the Norwegian culture where work, family life, and social life 
are all integrated together.  
This unique aspect of how Norwegian culture explains some of how Norwegian 
employees obtain higher productivity in spite of the typically shorter working hours (37.5 hours 
working week and 5 weeks of paid holidays annually) in comparison to other Western nations. 
The salaries have been following the productivity and all employees have benefited. The 
company promotes a collaborative mindset for working smarter using technology as the 
innovative tool. 
 
Internal Communication as a Strategic Function in Change Management 
Internal communication has a central and strategic function in change management. In 
times of large and rapid change, communication is especially important because knowledge 
about what will happen reduces uncertainty and anxiety while keeping motivation high. The 
involved people should receive the information about the change and its impacts early. 
Management seeking to make a successful change must be clear what the information line in the 
organization structure is, and who has the responsibility to give what information to whom and 
when. In other words, open, accurate, and clear communication creates a culture of openness and 
trust which leads to motivated employees (Grunig, 1992; Erlien, 2003). Internal communication 
is a critical tool for positively impacting the organizational culture. Open and honest 
communication creates trust.  
For Statoil’s management, trust was based upon four cornerstones:  
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(1) Mutual feedback throughout the whole change process (design, process, 
implementation, improvement) 
(2) Team responsibility where the team took responsibility for the change process 
(3) Discipline in following up all team decisions 
(4) Statoil’s values: courageous, open, hands-on and caring 
These cornerstones and the communication process Statoil used to implement them in 
this change are based on Fivesdal and Bakka’s (1998) guidelines based on how humans act and 
react in organizations: 
(1) All organizational solutions should include consideration of their impact on 
employees’ psychological factors. Individuals are different and react differently. The use of 
communications through discussions with employees may prevent unnecessary conflicts and 
prevent misunderstandings regarding employee interests and organizational purposes. Statoil’s 
management made sure it committed sufficient communication time, formally and informally, to 
eliminating any misunderstandings. 
(2) Leaders must be aware of the importance of emotional power in their organization. 
Communication should not only be about facts, but, especially in times of crisis and change, also 
about feelings. Statoil ensured that cognitive and affective factors were accommodated by 
allowing heated presentations and discussions to occur in the leadership discussions with 
employees. Care was taken to sum up and analyze the discussions to keep everyone focused on 
the progress enabled through the change. Emotionally charged discussions are not unusual for 
Norwegians who are often described as the “Italians” of Northern Europe (Lewis, 2010). 
Management made sure that the focus in the Statoil case team discussions was always the 
system and how the employees could improve the system in win-win situations. Individual 
problems and conflicts were removed to the extent possible from the team discussions about the 
change and resolved outside the team meetings. The leaders were trained to focus on dilemmas, 
challenges and improvements of the systems and personal conflicts were solved face-to-face as 
soon as possible outside the teams avoiding loose-loose and loose-win situations.  
An overview of the stages in the change process, including what is expected to happen, is 
helpful in moving forward. The Statoil case had an arena for all small wins and an arena for all 
great wins. The arena for small wins was the cake arena where a piece of cake and a cup of 
coffee in the morning or at the end of the day marked the small wins. A Friday party marked the 
great wins at a dinner with beer and wine often including the employee’s partner. Socialization 
was also done through four weekends in the whole change process where employees prepared 
and discussed results and the challenges in the process ahead of them. All these arenas offered 
opportunities for expressing feelings and communicating more information about the change.  
In terms of communicating the change, management began with steps recommended by 
classic work in the research literature. Larkin and Larkin (1994), for example, offer three points 
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as their successful recipe for communicating change. Statoil modified this traditional recipe to 
invent one of its own. Its communication strategy consisted of the following six guidelines:  
(1) Give the information to the line leaders and let them communicate, in turn, to their 
team leaders. 
(2) Have team leaders discuss the information with their teams. 
(3) Encourage team leaders to communicate face-to-face with their team members. 
(4) Be sure that every team member understands what’s-in-it for me. 
(5) Ask team leaders to communicate to the line leaders how important it is that the 
information is understood and why two way dialogue is encouraged. 
(6)Have the line leaders communicate to their asset owner (AO) or asset owner 
representative (AOR) how important it is that the information is understood and two way 
dialogue is taken care of including information on all improvements resulting from the change 
This recipe ensured a communication flow that was both top-down and a bottom-up for 
Statoil in this change situation. Our interviews with the employees made it clear that bottom-up 
information was of crucial importance. The engineers or knowledge workers in this case 
represented a high level of knowledge, skills and professional expertise in their job practices 
often unknown by the AOs and AOR leaders.  The AOs and AORs stated in their interviews that 
these suggestions for improvements and changes were highly appreciated and that they 
recognized that it was important for the line leaders to get this bottom-up information as 
precisely as possible. The Statoil case suggests that the idea of having planners and strategic 
thinkers only at the top management level is not necessary in knowledge based organization. It 
was, in fact, as we learned in the interviews, the qualified doers (engineers) at the bottom that 
can be the best strategic thinkers and planners. In situations such as what Statoil faced in its 
change they are closer to the realities of a dynamic and constantly changing work life. Indeed, 
Statoil’s’ experience showed that success is not entirely top-down or bottom-up, but the dynamic 
and dialectic relationship between the information and communication flows these two share. A 
key finding from the Statoil case is that including the bottom-up process in a dialectic 
relationship is a critical success factor in change.  It is also important to note that the 
observer/consultants in this Statoil case did not decide upon any part of the change process, but 
were only there to facilitate and record its outcome.  
 
Choosing the Best Communication Channels for Change 
A number of channels were available to Statoil’s management for internal 
communication. Each has its own strengths and weaknesses for communicating in change.  
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Written Channels 
Written channels include internal papers, annual reports, brochures, and notices placed in 
the halls, posters, personnel handbooks, letters, and media. An important finding from the 
interviews of Statoil’s employees involved in the change process in this case was that the written 
channels they relied on were not paper based, but instead part of the electronic information 
system. Every employee in the Statoil case relied on the information system on their laptops. 
Statoil gave all employees a laptop for work and a separate one for private use to ensure that its 
security systems were not compromised. Employees had 24/7 access to both these and free 
broadband. Further, all employees were provided with cell phones including all needed programs 
with unlimited professional use.  
 
Oral Channels 
Oral channels included department meetings, all employee meetings, idea development 
meetings, seminars, individual employee-leader meetings, coffee talks, lunch breaks, open doors, 
parties, courses or teaching programs, and kick-off meetings – in essence, all informal and 
formal meetings. Statoil decided to decrease the time for formal meetings to one hour following 
a strict agenda. These actions required all meeting participants to be prepared and disciplined. 
Interestingly, during the change process covered in this case, the actual time allocated to formal 
meetings was decreased by 40%. 
 
Electronic Channels 
Electronic channels included intranet, e-mail, fax, discussion groups, net-meetings, 
video- conference, information table, telephone-message, mobile telephone, and internal radio 
and TV/Video. During the Statoil case the use of videoconferences was tripled and airplane 
travel was reduced by 45%. The airline traffic within Norway is twelve times the European 
Union average and explains why carriers like SAS, Norwegian Air Shuttle and Wideroe are so 
big compared to Norway’s small population (5.2 million). Statoil has a corporate goal to reduce 
the number of airplane travel a further 20% in 2014-2015 by relying more on video- and cell 
phone conferences. Statoil’s management believed that the less travelling the more time the 
leaders and the team leaders spent on the site doing their primary tasks. The results seemed to 
bear this out. 
Choosing the right channel or combination of channels depends on what one wants to 
achieve with the communication. In the Statoil case, the video and cell phone conferences were 
found to be excellent for the exchange of facts and top-down communication of information. 
Lunch in Norway is included in the working hours, but everybody takes an informal 30 minutes 
in-company lunch where open seating is the rule. In this Statoil case there were seven informal 
lunch gatherings together with two cake meetings every week. These provided additional arenas 
for informal communications and shared knowledge that built additional trust and channels of 
interaction. Everybody, for example, interviewed knew the name of the wife/partner and children 
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of their co-workers in their teams. This is different from the strict formal Scandinavian work life 
separation often reported in research papers (e.g., Sørhaug, 2010; Lewis, 2010). 
The place, room, and the furniture are also a channel for communication (Erlien, 2003). 
Statoil is known for its architecture and open office workspaces as well as its commitment to 
providing employees with excellent food. One of its former food chefs actually won the Boccuse 
world cup competition in Lyon in 1998; the first and only time a corporate chef has won this 
prestigious award. Vegetables and fruit, coffee/tea and mineral water are provided free to all 
employees in all facilities. Statoil also has the largest collection of modern Scandinavian art in 
the world.  This commitment to communicating through physical setting creates a different 
picture than the traditional image of Norwegian workers where each brings a food bag for lunch 
in order to eat in a simple, common dining area drinking bad black coffee (Sørhaug, 2010). Most 
of the Statoil facilities also have excellent equipment for physical activities including both advice 
for training programs and answers to dietary questions. The work environment is important both 
for wellbeing and performance. All those interviewed praised the Statoil environment and looked 
upon it as a great motivator for coming to work. 
As noted earlier, information technology is a useful tool to better the information flow in 
the organization and make it more readily available to those who need it. Technology can 
improve the routine flow of information; but the IT researchers suggest that technology can 
never replace the face-to-face direct human contact between the leaders and the employees. The 
Statoil case gives a different perspective.  
Statoil employees in this case study’s change situation used information and 
communication technology (ICT) such as videoconferencing and cell phone meetings 
extensively. Indeed, those we interviewed said that ICT was able to not only replace face-to-face 
meetings in sharing facts and data driven information, but also for highly complex discussions 
and decisions where feelings and emotions were involved. These engineers who possess high 
levels of educational and professional competence report that they can readily communicate both 
locally and globally using electronically medium in place of face to face. They can use electronic 
communications to provide the virtual face-to-face benefits of observing others’ facial 
expressions, tone of voice, and body language.  The employees interviewed indicated that face-
to-face meetings and communication is less and less needed to solve problems and that they were 
able to electronically get the close collaboration that would yield good decisions and results. 
These professionals know many global and national colleagues they have never met, but with 
whom they have been able to collaborate successfully in finding good solutions complex 
situations with emotional loadings electronically.  
There is apparently a spillover effect where the informal collaborations developed at their 
work site yield an informal collaboration capability in using the electronic media of 
videoconferences, cell phone meetings and emails to solve problems and discuss complex issues. 
As one of the interviewees expressed it “Knut is a great friend of me. I have never met him. I 
have learned a lot from him. I know his wife Kristi and his two kids Olav and Martha. Never met 
them, but they are still a part of my life”. This is today’s working life.  
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We might point out that this trend is likely to continue into the future. The younger 
respondents in our sample (23-39 years) worked better with the ICT than the older one (40-65 
years). The younger ones had higher levels of education than the older ones, which in addition to 
the better familiarity with the ICT, might explain some of the difference. The younger ones 
found it easier to communicate in multi cultural electronic settings than the older ones. They 
stated that having similar higher education experiences in Europe, US and Asia made it easier to 
communicate owing to common concepts. English is the main language in Statoil.  Neither the 
younger ones nor the older ones had any language problems in their English communication but 
thought that their counterparts in Asia and Europe did. Our conclusion is that multi cultural 
communication works very well through electronic communication channels. The ability to use 
any kind of ICT communication appeared to be very high and the barriers are very low as long as 
people were working for common achievements and results. Statoil was the first Nordic 
company that handed out personal computers to all employees for free use at their homes (from 
1991) believing in that increased use at home also would give benefits in using the technology at 
work. We believe this along with other means has created a corporate culture for using the ICT 
technology at work. Taking ICT globally has worked well from all reports.  
 
Communication Climate 
Open communication where all parts get to know as much as they can about one another 
leads to mutual understanding and trust (Erlien, 2003). This is confirmed in the Statoil case 
where everybody knew each other very well and where the informal communication across the 
Statoil sites created a virtual knowledge about others in different sites. A virtual knowledge 
about others is defined as the knowledge people have about colleagues they have never met face 
to face but only through ICT. Although some scholars (e.g., Podolny & Page, 1998; Forsth, 
2005) take the position that electronic information/internet communication technology (ICT) can 
change the perception and content of communication in organizations, the Statoil case shows that 
this may not necessarily be bad. Our interviewees told us that their high degrees of knowledge 
about each other on the working site created a very good virtual communication climate. This 
good working climate as well as a well-developed confidence and trust in communications 
enhanced their ability to collaborate with their virtual colleagues. They took this trust in 
colleagues into their videoconferences, cell phone meetings and emails.  
According to Goldhaber (1993), a trusting communication relationship in an organization 
consists of five factors: 
Support - Employees feel that through communications with their nearest leader they 
have their own value and importance established and sustained; 
Influence - Employees feel that they can freely communicate upwards and have an 
influence on decisions; 
Trust and trustworthiness – Employees feel that communication sources, messages and  
processes are trustworthy; 
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Openness and honesty – Employees feel that their relationships are open and honest with 
others  both listening and conversing; and 
Goals and expectations – Employees are told clearly and explicitly what is expected of all 
employees in the organization. 
All of these five factors are supported by the findings in the Statoil case. There are three 
factors in addition that the interviews from the case revealed. One is self-confidence where 
employees feel that they are expected to self-manage and display self-discipline. The second is 
learning – when employees feel that the organization expects them to take responsibility for their 
own learning. This gives employees motivation to knowledge share. The third is mastery - when 
employees develop a feeling of self-efficacy in that they believe they are the masters of the 
change and anything is possible. 
 We experienced in the Statoil case how open disagreement is necessary to come up with 
the good solutions for the complex issues faced in this change to a virtual organization but with 
no open battles or conflicts. Amplifying Statoil’s communication strategy, Norwegian cultural 
values cause employees to avoid battles and conflicts (Sørhaug, 2010) and we did not find any 
such conflicts in our interviews at the investigated site (Stjørdal). Indeed, we found the opposite 
as all those interviewed talked very well about each other and told us how easily they were able 
to share information and knowledge. This could be due to the Norwegian collective win-win 
cultural value of making each other look good enhanced by the company values of Statoil. Those 
watching the Winter Olympics 2014 learned that the Norwegian athletes never said anything bad 
about one another even on bad days. They only said that they would do better next time. Even 
when they surprized everyone by not medalling in the cross-country and biathlon skiing relays 
for men and women (Norway ended as 4th nation in all of them), Norwegians did not criticize 
each other. As Bjoerndalen (most winning winter Olympian ever) said to New York Times 
(February 22, 2014) “We are making each other good”.   
The Statoil case showed employees how imbued in the Norwegian culture deliver results 
through supporting each other on high performing teams instead of engaging in battles and 
conflicts. A burning platform or crisis or conflict was not needed to gain employee support for 
change. This was a bottom-up case where the employees had very high expectations of each 
other and their managers. The trade union slogan in Statoil is “Do your job. Deliver your results. 
Demand your rights. In that order!”.  The employees at Statoil have always been rewarded for 
this way of working and, strangely enough in this case, it also worked globally. 
 
Words are Power 
The Statoil case shows clearly that when we have a dialectic relationship between top-
down and bottom-up communication the wording makes collaboration successful. When there 
are good arenas for sharing communication, the context can enhance the effectiveness of the 
communication since meaning is interpreted and translated in a context. Communication 
specialists are not needed when the frame of reference between the sender and receiver is the 
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same. Person A (AO or AOR) at the top formulates a message which goes to B (the line leader 
who makes an interpretation through the team leaders) and the team which then formulates a 
response in a new frame of reference and sends it back to the AO or AOR. The corporate and 
social environment will positively influence the communication through the built up trust. Figure 
1 illustrates this flow. The Statoil change seen in this case did not require communication 
specialists since the framing of meaning was done directly in the operational context. The line 
leaders and the employees at the bottom initiated the communications underlying the change 
process.  The information flow-was bottom-up. 
 
 
Message A
Message B
Social environment
Relationship between A and B
Frame of 
reference A
Frame of 
reference B
Formulate
Formulate
Actor A Actor B
Interpret
Interpret
 
Figure 1. The Communication Process  
 
Informal and Formal Communication 
 The Statoil case shows the ideal dialectical relationship between informal and formal 
communication. Both the formal and informal communication flow was planned. The formal 
communication flow was planned from the top all the way through the AO or AOR to the line 
leader to the team leader to the individual employee, but handled informally in the different 
arenas including the operational working situation. Without the informal arenas and channels the 
formal information would not be translated in the right way. The key both from A to B and from 
B to A is to understand what gets lost in translation. It is also the crucial to ensure 
communications, formal or informal, answer the questions:” What´s in it for me and can I 
interpret it to give meaning for myself, my colleagues and my stakeholders.”  
 In many ways the social arenas can reduce the noise when a message is sent from A to B. 
If B not only understands the message, but improves it through his translation when sending a 
response back to A because of informal communications, the quality of the communication is 
improved. This was the reason the AOs and AOR´s in Statoil found the messages from the 
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bottom and up so extremely important. The AO and AORs learned in this way about a better 
ways of handling operations than they had knowledge about because it wasn’t done that way 
when they were learning how to do it the early stages of their own career pipeline. 
Communication for a leader is a balancing act between using informal and formal 
communications with a group or team. Olaisen (1984) documented how finding the proper 
balance between affective and cognitive information was necessary to gain authority as a leader 
and manager. Rosendahl and Olaisen (2013) demonstrated how social media are an effective way 
of communication combined with formal e-mails to get both a formal and informal 
communication flow. The respondents in this case study demonstrate clearly how employees 
using the newest communication platforms can speed up communication and collaboration in 
globally distributed teams. This Statoil case illustrates how to use information and 
communication to reduce the risk in a change process. The arenas for communication were 
important in the way that they created trust through translating the formal information into 
meaning in the team. Little or nothing got lost in the translation to the team and the team 
members and the flow of communication and information were enriched in the process 
concerning trust, safety, and meaning. 
 
The Change Process 
Change management theory states that it is important to create openness and safety in a 
change process and that low working morale, loss of trust, loyalty as well as bitterness and stress 
may lead to a negative effect on safety because attention is drawn from the work task. This is 
also a very important aspect in a virtual organization. The Statoil annual reports from the period 
2006-13 reveal that a generally good working environment existed in Statoil. Statoil data 
showing that the employees at Stjørdal report high work satisfaction supports this view. This is, 
again, very much in line with what our interviews revealed. All 25 respondents confirmed that 
the social relationships at work were very good. They highlighted characteristics as friendly, 
competent and helpful. A good working environment is a positive force for change. But a good 
working environment can also create change challenges when employers have been very happy 
with their current environment and see no reason to change. This was partially supported by the 
interviewees’ comments, which indicated that the people who have worked in Stjørdal for the 
longest period of time, showed the most resistance towards the change. The less amount of time 
an employee spent in Stjørdal, the less the resistance and the higher the likelihood of internal 
mobility. Twelve of the 25 interviewees had left Stjørdal by the fall of 2013 for new leadership 
jobs at other sites within Statoil. This partially contradicts the results of other studies which 
found low worker mobility in Norway (Reve, 2012) as this group was mobile, but only inside of 
Statoil. Obviously, participating in the pioneer change process in Statoil Stjordal gave this group 
career pipeline growth possibilities within the corporation. Statoil has told its employees that 
“rotating competence will always pay for you and us” (Statoil Book, 2013) and our findings 
support that company statement. 
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The environment was, on the other hand, said to be quite stressful. The people had a high 
level of responsibility and reported a lot of freedom. They enjoyed this; but at the same time, it 
gave them less time to cope with a changing environment. It was obvious that the departments 
where the initiatives streamed from had emphasized the change process and put it more 
prominently on the agenda. The other departments expressed lack of time to implement the 
change in addition to all the regular work, and complained that they were not staffed to handle 
such a process. Anyhow, they handled it. All of the 25 interviewed had the opinion that they had 
been working a 45 hours week in the change process. In spite of the stress, all of them said the 
feeling of team success was great. 
 
Communication and Influence 
Findings from our study also support the well accepted belief that leaders who know how 
to influence and communicate with others can really make the difference between a successful 
and unsuccessful change. We uncovered four tools that management created and used to develop 
the four abilities that defined a successful leader in change. These tools were:  
(1) Creating and requiring a leadership development course to teach effective 
communication and influence techniques;  
(2) Leadership meetings that would promote experience sharing with other leaders and 
coaching from management;  
(3) Training in handling the inevitable difficult conversations that change situations 
evoke; and 
(4) Training in team building, team management, and relationship building in teams. 
We identified these tools in our panel interviews of both the 15 leaders and the 10 other 
employees. All employees and the leaders interviewed emphasized the value of these tools. They 
developed the skills needed for developing successful change leadership skills. The interviewees 
especially mentioned the value of an executive course that focused on communication to 
influence and training in managing teams. The interviewees stressed that these tools should be in 
addition to on-the-job coaching in handling difficult situations and relationships.  
Corporate value creation processes 
In their panel, the 15 leaders were asked to discuss and label the most important value 
creating processes in Statoil as a corporation. This was done in a two-day session working 
through the whole value creating process in the corporation together with a discussion of the 
corporate tool “The Statoil Book”.   
The panel first discussed the following five internal and external factors that influenced 
value creation for all corporations as presented by the researchers: These are: 
1. People 
2. Organizational structures 
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3. Organizational processes 
4. Tools and technologies 
5. Contexts 
The people issue was linked to the knowledge needed to deliver the value chain. The 
participants defined knowledge as the knowledge (including data, information, and explicit 
knowledge), the skills (including tacit knowledge) and the attitudes/awareness needed to deliver 
the value chain. This linking process took place in what was labelled the corporate value 
workshop.  
The organizational structure and processes were also linked to the delivery of the value 
chain. The technologies and contexts were defined as important components of the value chain. 
The main outcome of the value chain was defined as keeping the scope, cost, quality and time 
frame for the delivery of the organization’s product.  
Co-creation with suppliers and co-contractors are essential in this business.  More than 
80% of production is delivered through partners. These co-production partnerships were labelled 
as the value network. Statoil has a very strong network between it and the oil and gas service 
companies. Indeed, most of the leaders and employees in Statoil have worked at some point in 
the oil and gas service companies and vice versa. Many employees might even be working in 
several companies at the same time.  
Statoil has a very strong link to business ethics and environmentalism. The social, 
political, cultural, and economical factors are important to understand and adhere to for the 
company. Statoil has issued a number of factors as non-negotiable wherever they are. Statoil is, 
for this reason, a preferred partner and operator in many countries. Stakeholder management is 
defined as important for every leadership and manager level. These issues were labelled as the 
value community. 
The balancing act between leadership and management – giving direction together with 
controlling and following up - is the glue that connects the value chain, the workshop, the value 
network, and the value community. The social equality in Norway is an important aspect of this 
and this balancing act, with its emphasis on respect, trust, feedback, commitment, and 
accountability, results in employee and partner loyalty to Statoil. This we labelled as the value 
dialogue and the value discipline. All the participants disliked the word value discipline and we 
ended up labelling this the leadership/management balance among the four value creating issues 
as value dialogue and are presented in the theoretical model in the conclusion. 
 
Conclusions and Theoretical Model 
The key to successful organizational change at Statoil, according to our findings, is the 
corporate internal communication of the whole value creating process. We have labelled this the 
value dialogue. We use our findings from a single setting where employees and leaders have 
succeeded with internal communication in an important change process to propose a general 
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model of value creation. What succeeded internally was a plan for communication (value 
workshop) that resulted in improved communication for change processes in the local value 
chain and thus in the value network (virtual organization). Our general model based upon 
empirical findings in Statoil. The model is generic and might be used by any organization - 
private or public - for answering the following questions of how best to use communications to 
effect successful change and positively influence a value chain: 
1. What are the logistics and value creation of our value chain? Where and how are we 
making our money or satisfying our primary goals?  
2. What knowledge, skills, and attitudes are needed to deliver our value chain? 
3. What co-creation with partners and customers do we need to manage well to deliver 
our value chain? 
4. What value community do we need to understand, satisfy, and take responsibility with 
our stakeholders in different contexts within our value chain? 
5. How must we balance leadership and management to get the right value dialogue in 
different corporate contexts?  What strategy, leadership, and organizational forms are needed to 
enable the value dialogue? 
Our findings show that it is important to get all the pertinent facts on the table to be able 
to understand today’s situation. Then we have to be able to describe where we want to be 
tomorrow. Tomorrow might be 2015 or 2020 or any year ahead of us. Our findings show that 
understanding communication and influence through our proposed model are the key factors in 
any change process. There is, in other words, nothing as practical as a good theory.  
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Figure 2. The Value Creation Communication Model 
 
Is There an Optimal Use of Communication Channels? 
In communicating the change message at Statoil, different communication channels were 
used. The information seemed to stream from very different channels as if there was a structured 
plan for this that Statoil crafted. It was important for Statoil to communicate through its existing 
leadership and management lines, which meant that the leaders were in charge of information. 
To facilitate this, line leaders had HRM and corporate communication people directly in their 
line instead of having to access this at centralized department. These people also worked directly 
with employees to improve the bottom-up flow of communication and information. This helped 
these employees feel greater ownership of the change. 
This strategy followed theory which states that information should be given directly to 
the front leaders who again shall pass it further down.  Interviews revealed, however, that 
departments got different amounts of information depending on how positive and involved their 
leaders had been in the change. As discussed earlier, some of the department leaders were 
unmotivated to support this change. One problem we found was that much of the 
communications seemed to be up to the leaders to send. The value of using different channels 
depending on what was being communicated wasn’t taken into account.  The information that 
the leaders themselves got also varied. Some leaders shared information with dedicated people, 
but the respondents in the interviews shared a concern that it was too much up to them to gather 
it. The respondents agreed, however, that decentralized communication and information flow 
were important to get employee ownership and engagement (i.e. trust). The employees also 
corrected their leaders since they freely shared information between the departments with the 
ICT. The leaders most resistant to the change became, as a result of the 2009-11 process, the 
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strongest supporters of the change. They also became strong supporters of a bottom-up 
information flow since this strengthened their own position among the AORs. According to five 
of them, they felt that the bottom up information flow gave them power as interpreters of that 
information flow. 
 Different meetings about the change were held at different levels and with different 
frequency. Some were held between the change group and the outside partners and others were 
internal department meetings. Oral, personal communication is valued in theory because it helps 
successful communication. Meetings are, therefore, a good strategy. The challenge lies in 
motivating the leaders to communicate what they know and making sure that they have the 
information their employees require. The decision however to limit each meeting to one hour and 
having more, shorter, well prepared, disciplined meetings were welcomed by all participants. A 
key to these meetings success was the demand to participate. As the employees expressed it, 
“you could not just arrive at a meeting expecting this was the leader´s show”. The leaders, 
however, expressed a lack of training in team meeting methodology to learn how to get 
disciplined preparedness and participation in all team meetings.  
All of the 25 interviewed felt that they had a personal responsibility for both the 
information and communication flow. None of those interviewed felt that the flow was overdone. 
The more varied and the more channels, the better. All of them felt that celebrating the small 
wins with a cake and coffee break was great.  
It should be noted that the trade unions were a big help in communicating information by 
providing meetings and presentations to the employees. The trade unions in Norway and Statoil 
are very strong and there has always been a good cooperation between the trade unions and the 
political and capital owner- stakeholders. More than 90% of the employees at Statoil are 
organized in a trade union and all the 25 interviewed were members of a trade union. The trade 
union at Statoil Stjørdal was an initiative taker to the change process described in this case and 
participated “all the way” as the trade union leader expressed it. Indeed, the process might be 
described as a “unionized” process including the communication and information flow. 
The respondents generally expressed a frustration over the ‘pull-thinking’ in the 
information strategy of the organization. They felt that little information was readily available, 
and the tools for collecting information were difficult to use. Because employees had a lot to do 
at work, they did not have time to search for information. Theory stated that it is essential to have 
a lot of freely flowing information in a change process. Even when there was nothing new, the 
need to inform was present, so that all employees knew the status.  Thus, recommendations were 
suggested to make information more easily accessible and implement a more push-strategy for 
providing this information. The bottom-up information was more easily accessible and played a 
more important role than the top-down corporate information flows. The decentralized 
organization of HR and corporate communication people played a very positive role for this 
bottom up flow. 
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Analyzing the Internal Communication in the Change Process 
Theory stresses the importance of a two-way communication that includes stating one’s 
own experience and views. This is a challenge, but can be very motivating. The inputs must be 
taken seriously; otherwise they may create mistrust. All except one respondent thought that the 
employees were active in providing suggestions and involved in the change, but that there were 
some variation between the disciplines and departments.  Twenty respondents said this would be 
easy to do, and the suggestions were highly valued by all the respondents. The ideas establish a 
basis for the change. There should be a short distance to go with the ideas.  
A contradicting feeling was that promoting flow of information was easy to do for those 
directly involved in IO, but harder for the rest of the employees. Additionally, there was not a 
good structure for evaluating incoming suggestions. It was evident that Statoil Stjørdal had seen 
the advantages of equal dialogue, mutual understanding, and learning as the best way to operate. 
The employees were highly competent people and had a lot to contribute. They could 
communicate upwards and had an influence on decisions, as addressed earlier. This influenced 
the communication climate in a very positive manner. The influence bottom-up was a key for the 
success. This supports the importance of today´s work life values of getting bottom-up 
participation in change. The competence level in Norway and Statoil gets higher and higher and 
not to involve this competence would be contra productive (Hennestad, Revang & Strønen, 
2013). Of the 10 interviewed employees, 5 had a Bachelor’s degree and 5 had a Master’s degree 
from accredited universities. In the Norwegian society today, 2 of 3 obtain a university education 
and 3 of 4 women obtain one. We did not find any significant gender differentiation in any of the 
issues in this study.   
The communication and the change process gave a realistic picture of both the positive 
and the negative of Statoil’s communication strategy for change. It was characterized as 
informal, honest, clear, and understandable. It was well focused upon the goal and vision; and 
you can almost never provide too much information. This is something that other leaders and 
managers should keep in mind. Communication the theory suggests that in turbulent times, 
information is necessary to maintain safety, motivation and knowledge about what is happening. 
All of the interviewed felt that they got enough information during the process and they had the 
ability to inform themselves about all issues at any time.  
 
When the Anarchy of Information Works 
    The theories of information tell us that information should be disseminated in the right 
form, at the right time and to the right people. This is not always possible in a decentralized 
process. This case shows, however, that a decentralized anarchical way can work very well. 
Overall, all of the 25 interviewees agreed that the communication and information flow had 
worked well. 
Some respondents said that the information they got about the change came from the 
leaders, while others said that they got the information directly from the change group. Still 
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others said that they used their own channels to get the necessary information. This might be a 
problem because the employees then got different information and even amounts of information 
from the various channels. There was no clear use of either a classic two-step strategy of 
communication or an alternative strategy with change agents as referred to earlier. There seemed 
to be a large mix of using the classical channels where the leaders transferred information, while, 
at the same time, the change group and the innovative employees were telling the leaders what to 
say and how to do things. This confusion may have led to unnecessary communication 
difficulties. Our research provided a list with the uncertainty aspects related to the 
communication in this change as follows; the time aspect, lack of information, fear of power, 
lack of reward, and an underestimation of the employees’ information needs. The top 
management should keep these essential points in mind and stress them when assigning the very 
important job of communicating a change to the leaders.  
A large proportion of the respondents (20 of 25) felt that the right persons had this job, 
i.e., the leaders.  The remaining respondents were more sceptical because their leaders, as 
mentioned earlier, felt different degrees of ownership of the change. Their lack of engagement 
with the change was evident to the employees by their lack of communication. This caused 
variations which meant that various departments were on very different steps in the process. The 
fact that the change came from sub-surface employees and not leaders created a lot of struggle. 
The employees had been convincing the leaders of new ways of working. It was a difficult 
situation for leaders to handle correctly and, especially, at an early stage of a project where no 
one really knew all the aspects of what was happening. This was very much the case for the 
change in Stjørdal. It was not suggested that a professional change agent or consultant should be 
used. Consultants were only used to facilitate the process. The people handling the change were 
engineers without personnel or communication/information experience. The respondents 
themselves expressed that this was a problem because they did not know how to work with the 
soft sides. They, however, expressed that they started out the hard engineering way and learned a 
lot during the process about the importance of the soft engineering way of communicating. 
The quality of information was also evaluated. One interesting aspect was whether 
employees had received the same information at the same time. Communication theory claims 
that in times of large and rapid changes, communication is especially important because 
knowledge about what will happen reduces uncertainty and keeps the motivation level higher. 
Those involved should get the information as soon as possible. In regard to this, five respondents 
said that information was not distributed at the same time. This had to do with the leaders’ 
different areas of interest as well as the groups working on different projects. 18 of 25 felt that 
information had been communicated equally, but some groups felt it had been communicated 
very positively while others worked for leaders who were not involved or interested in the 
change. Luckily, this trend changed to a more positive note. The informants did stress, however, 
the fact that there could never be too much information and maybe the management should have 
asked them whether they used all possible channels for informing their employees. This could 
stop unreasonable speculations about what other groups were working on and where the 
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organization was heading. Some of the respondents also expressed that the information should 
have come at an earlier stage, even if the plan was not completed. 
As a conclusion we can from this study learn that involvement, local ownership and 
engagement create its own flow of communication and information that are very well working 
together in an anarchy making disciplined performance results. 
 
Optimal Use of Informal Networks, Facts and Feelings 
Of the respondents, 21 out of 25 said that there was a strong informal network in Stjørdal. 
This included talk in the hallways and across departments. The theory states that, the informal 
information is mostly unplanned and out of the leaders’ control. This does not mean, however, 
that the managers should not try to understand it. As long as the knowledge and information 
were correct, the informal networks contained and transferred a lot of knowledge, and this could 
be a valuable resource for the organization. Here employees talk freely and one can really get a 
feel of what their interests are and what they are sceptical about. Great solutions may also be 
presented here.  
Some of the respondents did not feel that the management took full advantage of these 
networks and this is unfortunate. There are large possibilities for enhancing communications in 
this area. A majority of the respondents saw a need for the managers to participate more 
frequently in informal communications. One of these stated that his leader never made contact 
during lunch or other social settings. Another said that his leader was situated in another part of 
the building and seldom came by to talk. Everyone felt that leaders could become even more 
visible outside of their own departments. Only one respondent said that a leader should transfer 
information only through formal meetings.  
 
Other Locations Learnings 
Employees at five other locations gave their feedback on the findings. These employees 
agreed with the general findings, but stated that they will use this information to increase their 
communication information flow. They also agreed with the importance of using the duality of 
the communication process (top-down and bottom-up) and saw the local leaders’ qualities as a 
critical success factor. The key, according to employees at these other locations, is for everyone 
to receive enough communications to understand what knowledge, skills and attitudes were 
needed for change. Providing this amount of communication demands leaders with both 
communication skills and a commitment to the change. 
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Practical Recommendations 
Leaders who know how to influence and communicate can really make the difference 
between a successful and unsuccessful change integration.  Leaders should master four skills 
according to our findings: (1) Ability to think strategically in order to understand why change is 
needed - the value chain; (2) Ability to give the direction to affected employees in the change 
process for its execution - the value workshop, (3) Ability to influence through communication 
and consideration - the value dialogue; and (4) Ability to build the relationships and alliances to 
get stakeholders to support it - the value network.   
Additionally, the Statoil experience identified four tools that it found important for 
preparing its leaders to lead change: (1) Leadership development courses in communication and 
influence; (2) Leadership meetings with experience sharing and coaching; (3) Training in 
handling difficult conversations; and (4) Training in team management methods and relationship 
building. 
An important practical conclusion is the reality of communications duality in top-down 
and bottom-up information flow. We found it was necessary in obtaining employee involvement. 
Our conclusion is that because organizations today have employees possessing ever greater 
competence (i.e. knowledge, skills and professional attitudes), it has become increasingly 
important to access the bottom-up flow. This is not only important to secure employee ownership 
in change, but also to ensure that those working daily on the edge of operations globally are 
informing their project leaders and all stakeholders about what is going on in the operating 
environment. We found that the upper stakeholders neither understood the specifics of daily 
operations nor had the competence needed to make good decisions about how to change them. 
To have top-down planning and doing is yesterday’s working life. Today’s working life requires 
those employees at the lowest levels participating because they may have the best answers to 
sustaining the organization. The bottom-up flow enhanced and complemented a consciously 
improved top-down flow and enabled Statoil to use its communications technology effectively to 
become a virtual corporation. 
Another practical conclusion is that the seemingly anarchical mix of decentralized 
upward communication flow and top down information works in practice. This informational 
anarchy captures individual reflections and debates in a way that kills bad rumours in the 
informal grapevine. The dialectical relations between top-down and bottom up or a decentralized 
and centralized information flow at the same time, expanded the quantity and quality of 
information about the change and its impacts. In addition, because the HRM people and 
corporate information people were directly linked to the line leaders, they were seen as 
trustworthy locals working to enhance information flow locally and bottom-up. The 
decentralized information flows made it possible to provide employees with prompt and accurate 
answers to their personal questions such as; “What’s in it for me”? and “How can we make each 
other excellent working together in a team?”  
Another practical conclusion is that it is not always necessary to have a burning platform, 
crisis or army of consultants to cause change. Change was initiated by lower level operations 
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employees using their own local knowledge of operations and engineering competence. The 
trade unions cooperated making them change agents. If Statoil’s goal was to get employees and 
leaders working together as ordinary people creating extraordinary results, it succeeded with its 
communication strategy. Employees worked as high performance teams  “delivering the goods 
all the time” to echo the Manchester United coach Sir Alexander Ferguson expression as he was 
quoted  summing up of his career. 
Another important practical learning from Statoil’s change strategy is the value of 
focusing on the informal communication channels between employees as well as those between 
individual leaders and their employees. This is not only important for ensuring effective 
communications in the virtual organization, but also to promote  more access to inter-
departmental knowledge, greater experience sharing, and improved employee bonding. Statoil 
showed that it is not necessary for all colleagues to be best friends, but by knowing a little about 
each other’s life situations and showing some empathy as humans, a foundation for constructive 
cooperation is built. Most importantly from our perspective, the findings from our case study of 
this Statoil change has led  it to find ways to more systematically learn from its own experiences. 
Consequently, it has created a series of applied research forums where leaders and managers can 
meet to discuss applied research results for Statoil in strategy, leadership, project management, 
and organizational theory. Our case study research has had an impact. 
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Selling Services IS Different from Selling Soup – 
A Thought Leader Interview with  
Professor Leonard Berry 
 
Interviewed by: 
Robert C. Ford, University of Central Florida 
Duncan Dickson, University of Central Florida 
 
In this our fourth special issue based on service management papers presented at QUIS 
we changed the format of having an interview with a prominent service executive to interviewing 
a service thought leader. This change allows us to introduce leading contributors to service 
management from the academic world to readers of JAME. Thus we use this interview feature to 
introduce readers to Len Berry, not only a leading contributor to the theory and research on 
services marketing and management, but also an individual who helped develop the field of 
services marketing. Len has not only created some important tools for measuring service quality 
but has also expanded his early work in marketing to include the study of how management 
practices and systems influence service excellence. He has published three major books 
assessing the characteristics of service exemplars and written numerous articles in both 
marketing and management journals reporting the findings of his extensive field studies of these 
organizations. We are delighted to share his thoughts with you in this special issue and hope you 
are as intrigued with his ideas as we are.  
Authors: Thanks for taking the time to talk to us today. You have had a remarkable 
career and certainly can be considered one of the key pioneers responsible for developing the 
relatively new discipline of services marketing and management. Let us begin with an obvious 
question. What sparked your initial curiosity into the largely unexplored academic area that we 
now call ‘services marketing?’ 
LB:  When I was a brand new assistant professor, 2 or 3 years after earning my PhD in 
marketing at Arizona State University in 1968, the phone rang one day and it was the American 
Bankers Association in Washington D.C. calling. Why they called me, I’ll never know. They 
wanted to know if I would be interested in collaborating on a textbook on bank marketing. They 
had identified another marketing professor at the University of Kentucky, Jim Donnelly, who 
was interested and they wondered if I would also be interested in collaborating with Jim on this. 
The field of banking did not have a marketing textbook at that time. The American Bankers 
Association has an educational arm called “The American Institute of Banking (AIB)” which 
puts on various banking related courses in schools. And they needed a textbook for a new 
marketing course that they were going to offer through the AIB. So I said yes even though I 
didn’t know Jim! We met, talked about it, and wrote our book. And the book was successful. 
That launched a mini career for Jim and me in that period of time in the 1970s. We spent 
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considerable time traversing the country and giving seminars to state banking associations and 
other groups about bank marketing based on the research and marketing ideas from our book. I 
spent most of the 70s studying financial services marketing and interacting with bankers and then 
teaching bank marketing to big groups of bankers, which was totally unexpected when I had 
finished my doctorate and started my career. I was going along happily not really thinking what 
else I was going to do. I was not a strategic career planner at the time – I was a rookie professor. 
I was getting paid. I was getting published. It occurred to me in that period that what I was 
teaching in bank marketing, what was in our book, was quite different from what I learned as a 
PhD student in marketing. What I really learned in my classwork was manufactured goods 
marketing -- services marketing is different. That time with the bankers and doing bank 
marketing, which extended into the early 80s, is what sparked my interest in services marketing.  
Authors: In your own career, was there a watershed moment/research project/consulting 
job/influential person that changed the direction of your thinking on service management? 
LB: One watershed moment was reading a book in 1975 by Stanley Marcus called 
Minding the Store (Neiman Marcus Stores). It was a beautifully crafted, compelling book about 
the service philosophy that separated Neiman Marcus from other retailers of its era. I just was 
enamored with that book. I read it carefully multiple times. I was already doing a lot with the 
banks related to services marketing but that book triggered my interest in service quality.  
Another watershed moment happened when Eric Langeard, who was a service professor 
in France I had known, brought a group of French bankers on a study tour to the US in the late 
1970’s. He and a colleague, Pierre Eiglier, had started putting on conferences in the south of 
France on service management in the 1970s. So that’s probably where I first met him at his 
conference. Later, he would come to our American Marketing Association services marketing 
conferences. Eric and I had become close colleagues and he asked me to speak to those visiting 
bankers. After spending a half day with the bankers, Eric and I had some private time together to 
talk.  He took me aside and said, “Len, you can’t just keep going on doing bank marketing. 
That’s too industry specific. You need to take your learnings in bank marketing and you need to 
help us build the field of services marketing. What you’re learning in terms in financial services 
marketing can be applied to other services as well. You need to spread your wings.” I don’t 
recall if that was his exact wording but I’ll never forget him saying “It’s time to spread your 
wings.” He was a blunt guy. He didn’t beat around the bush. I can’t remember if he hurt my 
feelings that day or not, but what he said had a big impact on me and I did just that. In 1981, I 
wrote my first legitimate article on services marketing titled “Services Marketing is Different.” It 
was one of the first articles, not the first, but one of the first articles in services marketing per se 
as opposed to an industry specific type of article. There had been many of those: how to market 
transportation services, how to market financial services and so forth but not much had been 
written focused on the overall idea of marketing services. So that was a big moment for me.  
Authors: Were you one of the founders of the AMA’s ServSig group that was organized 
to focus on services? 
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LB: Yes, but we didn’t have a ServSig then. When I was VP of Education for the 
American Marketing Association and as part of my portfolio the year I was in office, I helped 
organize and sponsor the first ever, as far as I know, conference on services marketing in the US 
– that would have been 1981. It was in Orlando. The field is that new. People showed up from all 
over the world. We were all very excited. There were maybe 125 people there. That’s not a big 
number by today’s standards, but it was a very important conference. It was definitely a stake in 
the ground, for sure.  
It was at that conference that another watershed moment happened for me and for a lot of 
other people. One of the keynoters was Lynn Shostack who was, at the time, a VP at Citibank. 
She had a Harvard MBA, was a very successful executive, and was a passionate believer in the 
need to create a separate discipline in service. In her speech at that inaugural conference, she 
held up a can of soup -- it was her prop -- and said, “This is what I learned to market at Harvard 
Business School. But learning to market soup isn’t helping me at all at Citibank. I need new 
guidance. I need new knowledge. I need academic researchers doing research and writing about 
the realities of marketing complex financial services. Products that customers can’t really see 
instead of marketing soup or cars or something like that.” I remember that moment very well. 
There was absolute silence in the room. The audience was riveted. When she held up the can of 
soup that was a key moment, not just for me but for the field.   
Finally, I want to acknowledge the influence academic colleagues that have had on me. I 
was recruited to Texas A&M to be part of a fledgling group exploring services that consisted of 
Valarie Zeithaml, and Parsu Parasuraman who became great research partners. Others who had a 
major influence on me would include Evert Gummeson in Sweden and Christian Gronroos in 
Finland who were doing some really interesting work in what is now known as the Nordic 
School of Services. Steve Brown and Mary Jo Bitner who built an outstanding service leadership 
center at Arizona State University were important “soulmates,” as was the late Bernard Booms 
from Washington State University and Chris Lovelock at Harvard. In those early days there were 
only a few of us passionate about services and we knew and communicated with each other 
extensively. We obviously influenced each other in many important ways. It was a wonderful 
time for me to be in this small group of great people opening up a brand new area of academic 
inquiry. 
Authors: Was there any pushback from the marketing folks at Harvard or any of the 
traditional marketing programs? 
LB: There was a lot of pushback from people in marketing in general that said 
“marketing was marketing.” They said, "To try to single out services as something special or 
different is silly." The view that services were different from goods was heresy. The pushback 
really came from a number of people, the traditionalists, in the marketing field. Whether anyone 
from Harvard got their feelings hurt because of Lynn’s can of soup analysis, I wouldn’t know. I 
do know that Chris Lovelock, who was one of the pioneers developing the field, was at Harvard 
during that period of time and did not get tenure. Of course, very few people did. He had to go 
elsewhere to teach.  
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Authors: Over the course of your career, what has been the most significant change in 
what we have learned about managing successful service organizations? 
LB: I believe that the most significant change in services marketing by far is the Internet. 
The rise of the Internet, the pervasive influence and the availability of the internet, is the biggest 
game changer that I have experienced in my study of services marketing for 40+ years. We could 
probably talk for a long time about this, but I’ll just mention three factors: First, the internet has 
paved the way for different kinds of service companies to come into existence and many 
different kinds of services to be offered. Companies like Google, eBay, Netflix, Facebook. 
Without the internet, those companies do not exist and those companies themselves have created 
new markets and tremendous value. Second, the internet has paved the way for traditionally 
inseparable services to become separable. In other words, the internet has enabled customers to 
receive services without being physically present at the time and place where the service was 
produced. Changing inseparable services to separable ones is transforming one industry after 
another, including the most traditionally bound of them all, like health care.  And education.  
Third, the internet has given the customer a megaphone to communicate with other 
customers about any grievance the customer might have about products or service. Word of 
mouth, which has always been an important consideration, has become word of mouse. Word of 
mouse is a phenomenon which all companies must contend with today. Nothing has been more 
transformative in terms of its dynamic qualities and impact on the services field than the internet.  
Authors: As a result of your years of research, what are some of the most important 
lessons you have learned about service management? 
LB: I have published an article on this which I refer you to for a more detailed response 
(Industrial Marketing Management, 2011, “Lessons from High Performance Service 
Organizations”) but I can summarize the key points from the article here. First, Value trumps 
price. This means that while price is part of the customer’s determination of value it does not 
determine the value of the experience. Value is benefits received for burdens endured (both price 
and non-price burdens). From Enterprise’s “We’ll pick you up” to the Container Store’s “We’ll 
save you time and space,” excellent companies give you more reasons than just price to be a 
customer.  
Second, Hire for values and talent and then promote from within. Services are often labor 
and skill intensive performances so service excellence starts with hiring well. Investing in people 
is investing in service quality. This is more than hiring experienced and skilled people. It means 
hiring people with the right personal values, high standards, and a spirit of service. Many 
organizations will hire for attitude and train for skills as the sprit to serve is critical. This also 
means that the high performing organizations make themselves into employers of choice by how 
they manage their people.  
Third, Relationships are everything – they are your link to tomorrow. The relationships 
that organizations build with employees, customers, suppliers and other stakeholders are key to 
success. Relationships are built on trust. Each party to the relationship has to find value in the 
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relationship and believe that the other party will deliver. High-performance organizations are 
high-trust organizations that thrive on and work hard to sustain the relationships they build. 
Parties to a high trust relationship are reluctant to give it up and are willing to work to sustain it.  
Fourth, generosity drives success. Generosity strengthens relationships, including 
relationships with employees. Every job has parts that can be written down in a job description 
and listed on a performance appraisal. But every job has other parts that can’t be written down 
and in many ways are more important than what can be put on paper. These are the “citizenship” 
or “extra role” behaviors that motivated, committed, and dedicated employees bring to their jobs 
and these are often the behaviors that make a difference between a strong relationship and a 
vulnerable one, between a thrilled customer and one that is merely satisfied, and a great service 
culture and an indifferent one. It is the generosity of a company that has hired well and built 
strong employee relationships that yields the excellent service its employees willingly give. 
Inspired employees work hard to give superior service. 
I learned these and many other lessons from years of research, including going into the 
field and watching people serve, asking questions of employees and customers, and observing 
what works and what doesn’t.   
Authors: As you have worked with various organizations as a consultant or board 
member, what do you feel has been your biggest contribution as an academic to the practice of 
management? 
LB: I’m going to speak from the perspective of being a board member. I’m on the board 
of three public companies and one national non-profit: The Nemours Foundation, a pediatric 
health system.  
I've been able to contribute in the role of a director by using my academic training. I'm 
usually the only one in the room with a PhD. Having that background enables me, in difficult or 
controversial discussions, to bring to the table research in areas I am familiar with plus an 
evidence-based point of view. I do that a lot when it comes to marketing, service, customer 
behavior, and employee issues. My academic training benefits me in another way: I am often 
able to integrate viewpoints from different people involved in discussions into a coherent 
conclusion. I really didn't know I had this ability until I found myself doing this in boardrooms. 
A third contribution I believe that I make in the boardroom, is I'm a strong advocate for the 
customer and for the employee. It's just part of my values, part of my training, part of my life's 
work to do research and teach in a way that helps the customer get more value. I often find 
myself advocating for the customer or the employee's interest in various discussions in the 
boardroom. 
Authors: What do you see as the biggest challenges for organizations in managing 
customer service? 
LB:  I'll mention two. The first is the narrow conception in many companies in how they 
define value. Too many think that value is created with low price -- the lower the price, the 
higher the value. I believe that this is a limited and misleading concept of value. It's a result, in 
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part of what I used to call “The Walmart Effect.” This was the accepted thinking when it 
appeared that Walmart was going to take over the world with its low prices and that offering low 
prices was the only way for other retailers to survive. This was especially true if you competed 
with Walmart – and almost everybody in retail did. That was really a killer of customer service: 
the Walmart Effect. Managers think: “We can't afford to pay for service. We just have to get our 
prices lower and to do that we have to get our costs lower.” More recently, we’ve seen the 
development of similar thinking with “The Amazon Effect” as Amazon seems to be taking over 
the world of retailing.  
So that's one challenge: the narrow conception of value being based solely on price. 
However, as I stressed earlier, value is not the equivalent of price. Value is the benefits received 
for the burdens endured. There are two burdens. There's the price burden but there's also a 
variety of non-price burdens: inconvenience, rudeness, incompetence, not being able to get 
through on the phone, not being able to call a web retailer, nowhere to park. All of these are part 
of the value equation. When you equate value with price, you miss the opportunity to improve 
the customer experience and strengthen the company. 
The other challenge is the poor choices we often make in organizations in terms of who 
we put in charge of other people -whether it's who to promote to middle management or who to 
put in the CEOs office. The key, obvious but important, is to make a good choice in terms of 
who is going to be in the CEO's office. If you make a good choice there it reverberates 
throughout the organization in terms of changing the standards of acceptable performance, 
changing the criteria for who gets picked to lead others, and changing the culture. A strong CEO 
leads to strength across the organization. That will lead to better people in management positions 
in the organization over time.  
Authors: What do you see as the biggest challenges for researchers in managing 
services? 
LB: The academic reward system. Assistant professors need notches on their belt which 
discourages big studies. Young researchers may not feel they have the time to develop studies 
that may have greater impact. This has led to an overriding tendency in the business disciplines 
to focus on small problems with small methodologies. That's not a problem we're going to solve 
easily. Consider, for example, that we almost brought down the entire economy of this country, 
not to mention the economies of other countries, with the horrible mismanagement of the 
marketing of home mortgages. The whole subprime mortgage mess was about tyrannical 
marketing -- sweatshop type marketing – with little concern if the borrower could pay off the 
loan. It was all about packaging loans, regardless of their quality, and selling the package of 
loans to another financial institution -- make a quick buck and get out of there. This corruption of 
marketing merits careful research and analysis. What happened? Why did it happen? How can 
we prevent it from happening again? Here is a big issue worthy of serious and extensive 
academic research. Where are the researchers from marketing? It's an ethics in marketing issue 
and a compensation in management issue. It's an organizational culture issue. It touches all the 
fields.  I mention it in the services marketing context because marketing subprime mortgages is a 
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service but I've never seen an article by a marketing professor on that issue. It almost brought 
down the world. We could spend three hours talking about academic reward systems and getting 
tenure and getting published and using the right methodologies. Too often we do research that is 
rigorous but not necessarily relevant. We need to have both. 
Authors: Often the biggest hurdle to getting more organizations to buy into service 
quality is the difficulty in proving it aids the bottom line. If you agree, what hope do you have 
for those of us that think an emphasis on service quality is a competitive advantage to 
organizations? How do we convince the financial folks allocating resources to allocate them to 
service quality? 
LB: We need to measure different things than what we typically measure to more 
persuasively make the business case for quality service. Specifically, we need to measure the 
hidden costs of poor service, which companies rarely do. One hidden cost of poor service is 
having to re-perform the service that has already been performed but has to be performed again 
because it wasn't done properly the first time. It's costly to a company to have to redo something 
that should have been done right the first time: that's a hidden cost. Another hidden cost of poor 
service is unwanted staff turnover. In an organization that performs services poorly, people 
leave. They leave,  in part because they are embarrassed by the service, in part because a 
company with poor service is not performing very well which means that career opportunities 
will be less there than they will be elsewhere, and in part because your best employees want to 
take pride in the organization that they work for. That's hard to do if you work for a company 
that doesn't care about quality service. So turnover is also a hidden cost. Another hidden cost is 
the need for extra supervision to ensure that someone is looking over the shoulders of poor 
service providers or preventing those employees making frequent mistakes from making them. 
These supervisors cost money and take resources away from building a stronger service system 
and avoiding mistakes to begin with. We talked earlier about a big hidden cost which is the cost 
of negative word of mouth, or word of mouse in today’s internet world. Unhappy customers 
discourage others from buying your service. That’s a cost in lost sales.  
There was a classic book in manufacturing years ago that became part of the TQM must 
reads, Quality is Free. The point of the book is the costs of bad quality are so great in terms of 
returned merchandise, reworks, warranties, repairs and replacements that the cost of doing it 
right the first time were seldom outweighed by the costs of not doing it right. The value of the 
book for us in services is that we have many of the same costs we incur when we don’t provide 
the service that the customer came to us expecting. When a restaurant replaces a bad meal, a 
cruise line gives away free trips because the ship broke down, or a hotel gives away its revenues 
from a customer exercising the 100% guarantee, there are costs to the company. These costs can 
all be measured, collected, and used by managers seeking to justify allocating resources to 
service quality. 
If companies were to actually formally measure and calculate the hidden costs of poor 
service quality, the financial number that they would arrive at would be a very big number and it 
would change the conversation about the business case for improving service. This leads to my 
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second point, which is the need for companies to measure the lifetime value of customers. What 
would be the revenue generated by an average customer who buys our service for a lifetime, say, 
ten years in a row? That also would likely be an impressive number for many kinds of 
companies. So that's what I would do if I were in middle management or at the executive table 
trying to influence a stronger service culture. I would sponsor, if I could, or get somebody else to 
sponsor, internal research to measure the hidden costs of poor service and the lifetime value of a 
customer. 
Authors: Why do you think management scholars have had such a hard time getting 
engaged in researching customer service, service quality and service management while our 
colleagues in marketing have found these topics so research worthy? 
LB: In management the natural focus is the organization. In marketing, the natural focus 
is the customer. I don't know that management scholars have a hard time getting engaged, it's 
just that getting engaged in customer service is getting them over into a different field than the 
field they trained in and, perhaps, the field that they are most interested in because they selected 
management not marketing or psychology. However, the reality is that there are no walls in 
service management.  
I would make the general argument, and I do to my students, that all companies are 
service companies. The definition of a service company is one that creates value for customers 
through performances, i.e., services. Some companies do that exclusively, like an airline. Some 
do it through a hybrid model, like a manufacturer. They sell goods, like Otis Elevator, but they 
also sell services. And then some create value for customers with services to support the sale of 
their goods. Services like credit, operating a call center, and field selling. These are all 
facilitating services. They are not directly revenue generating but without those services, you 
couldn't sell the products. When your business is creating value through services, you cannot 
erect walls separating management, organizational behavior, organizational management, 
operations, operations quality, marketing, or other fields. You need all of these disciplines. They 
all come together in order to really do service management well. They are all relevant. They all 
need to be at the table.  
Authors: How did your research experience at Mayo Clinic influence your thinking on 
service management? Do you see all service organizations having the same challenges/issues to 
resolve?  
LB: The similarities between healthcare and other service providers stem from the 
intangibility of the service as well as the labor and skill intensiveness.  Where healthcare 
diverges from traditional services is that those seeking healthcare are typically ill and often 
reluctant to seek the service.  They often fear the lack of control they have over the service. The 
healthcare service is consequential, with the patient’s quality of life, or life itself, at stake. I co-
authored an article “Healthcare: a Fertile Field for Service Research” in the November 2007 
issue of Journal of Service Research that discusses the key differences between healthcare 
services and other services. 
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Authors: What is your opinion on the difference in managing a company that 
manufactures tangible goods from one that creates intangible experiences? 
LB: My short answer is there's a loss of organizational control in managing the 
customer's experience when the product is a labor-intensive performance rather than a 
manufactured good. Consider a Pepsi Cola franchisee that bottles soft drinks and other 
beverages. It has automated systems that do all of that. It has people in the building, but basically 
the product is created through a variety of automated systems. A very different challenge comes 
in managing a chain restaurant company like Olive Garden where you have hundreds of 
locations with many employees and a complex menu. Services typically involve more touch 
points, less control over quality, and more opportunity for something to go wrong. 
Authors: Tell us what you think the future of scholarship in service management will 
look like? 
LB: Let me respond by making three points about what I hope happens.  First, I hope the 
future holds much more interdisciplinary work than we’ve seen in the past. As we gravitate to 
bigger and tougher problems, which we need to do, the research will require skilled, smart 
people with different backgrounds and different kinds of training to come together and pool their 
knowledge. I see that, hopefully, as part of our future. Second, I hope to see more qualitative 
field work (in addition to more commonly used survey and experimental methods). We need 
rigorous field work where researchers actually go to where the people are performing the service 
and interacting with customers. I am an advocate of multi-method approaches. When we never 
meet those who we are studying, we shortchange the opportunity. If we study organizations but 
never go inside of one, study consumers, but never really talk to them, do experimental studies 
with students who are inexperienced in the focal subject matter, we limit the possibility of 
important learning.  
Third, we need to pay more attention to non-traditional areas of inquiry. I hope to see 
more service research with non-profits, government, higher education, education at all levels, 
and certainly in healthcare. So those three points I would make about the future of scholarship: 
more interdisciplinary work, more multi-method work that includes qualitative research, and 
more attention to the non-traditional areas – like non-profit and government service.  
This is a good spot for a story about a conversation with my close colleague, Parsu 
Parasuraman, on a cold Friday night in Rochester, New York. This happened when Parsu, 
Valarie, and I were in the heart of our 5-phase, 10-year service quality research program 
sponsored by the Marketing Science Institute. Here we were, Parsu and I, in a Holiday Inn 
restaurant at 9 o’clock on a Friday night in Rochester, New York. That night, we had done a 
couple of focus groups with customers of Eastman Kodak, that’s why we were in Rochester, 
New York. We got back to the hotel. We were very tired. The restaurant was about to close 
down but we got in just in time. That’s why I remember it was about 9 o’clock because it was 
about to close. We were the only customers in the restaurant. I was feeling kind of sorry for 
myself – it was Friday night, I’m dead tired, and I was in this Holiday Inn restaurant in 
Rochester, New York. I think I was going to miss a football game the next day at home and I was 
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feeling sorry for myself. I leaned across the table and I asked Parsu, “Why are we here?” And his 
answer I’ll never forget. He looked me in the eye, and said, “Len, we are here because the data 
are here.” I’ve never forgotten that story. I have repeated it many times because the point he 
made was so important. Researchers have to go where the data are. 
Authors: What companies do you see as the service exemplars and what are they doing 
that others should? 
LB: Amazon. Amazon is an exemplar in terms of how they have changed consumer 
buying habits, how they have leveraged the value equation involving both improved convenience 
and lower price, as well as customized recommendations and guidance for customers. Starbucks 
is an exemplar, building one of the greatest service brands of all time with product and service 
quality. Southwest Airlines is an exemplar in an industry riddled with unbelievably bad service 
and a lack of concern for the customer. Other exemplars: The Container Store. A great success 
with a very careful growth strategy so it could continue to offer quality service over time. The 
Container Store never grew beyond its capacity, resisted going public until its culture was firmly 
in place and it was confident that it could continue to perform well as a public company. Federal 
Express, which reinvented the mail and package delivery market, and continues to be a strong 
performer in a market which most competitors have failed. Those are just a few. I could give you 
many more.  
Authors: One of your more important contributions to services has been the development 
of the ServQual measure with your colleagues Parsu Parasuraman and Valarie Zeithaml. What 
led you to develop this tool? Did you expect it would have the impact it did and what is your 
thinking on its current value to scholars? 
LB: Once we decided to study service quality, we first needed to conceptualize it. We 
needed to answer the question “What is service quality?” In the process of doing qualitative 
research that led to its definition, we built a model called “The Gaps Model.” The gaps at the 
bottom of the model caused the gap at the top of the model, which is the gap between perceived 
service and expected service. When the perceived service falls short of the expected service, you 
have a negative gap – you have a service quality problem. We had this nice model. We published 
it in the Journal of Marketing. But then the question was “Now what?” Once we conceptualized 
service quality, then we had to figure out how to measure it. That led us to the next step in our 
research journey. We worked together on the development of a methodology to measure service 
quality which resulted in ServQual. We refined ServQual in subsequent studies.  
We did not anticipate the impact that ServQual has had and continues to have to this day. 
Every single week, literally, years after we have developed ServQual, one of us on the team gets 
a request from a researcher somewhere in the world asking for permission to use ServQual for a 
thesis or doctoral dissertation or for a study that they’re doing for their company. We have been 
asked for permission hundreds of times by people wanting to use ServQual. Did we anticipate 
that? No. How do you anticipate something like that?  
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 We were studying the right problem at the right time. We got in early. That’s what you 
have to do. Timing is important just like in any other field. 
Authors: Has ServQual stood the test of time, do you think? Do we need to move beyond 
it? 
LB: We never intended ServQual to be the “Be All-End All” of service quality research. 
We positioned it in our writing as a methodology that could be part of building a service quality 
listening/information system. There were and are a variety of different ways to study service 
quality. ServQual was one way that had certain advantages but also had limitations. Parsu and I 
published a paper on service quality information systems where we present a variety of different 
ways for a company to study its service performance and ServQual was one of those ways.  
It is more than a measure. It’s a philosophy of continually measuring your customer’s 
expectations and perceptions of your company’s service as well as measuring how you stack up 
against your competitors’ service. ServQual provides the opportunity to do that. Many other 
methodologies do not. A methodology that allows the company to assess not only its service 
performance over time but, also, to assess its competitor’s service performance over time, is 
useful. Do you need to use the exact ServQual formula or the exact questions? No. Not at all. 
You could adapt it, refine it, improve it. I’m all for that.  
Authors: What would you like your contribution to be? What do you want to be 
remembered for in your academic work? 
LB: To be remembered for helping create services marketing and making it into a 
legitimate field for teaching and research.  I feel very fortunate that I discovered the importance 
of services when the field had yet to be developed and that there were other people around the 
world that shared my passion for services and for building the field. And we banded together. 
Despite a lot of criticism that we were doing something that didn’t need to be done, we 
persevered and today services marketing is an accepted, growing part of the marketing 
discipline. Perhaps this interview will encourage more management scholars to get involved in 
studying interesting issues in managing services and service organizations. We need to break 
down the walls between management and marketing that we talked about earlier. 
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Quality service, quality products and good prices are the foundational pillars of success in 
business. However, good service, good products and good prices will not result in sustainable 
success unless the business is also socially responsible. In his book entitled Corporate Social 
Responsibility and Leadership, Professor Frank Cavico states that modern firms must serve the 
public’s interest by being “socially responsible” in every way possible if they are to survive and 
prosper in today’s competitive world of business. They must go above and beyond the 
responsibility to act legally and morally in their pursuit of increasing corporate profits. The book 
takes a legal and practical approach to explaining the concept of corporate social responsibility 
(CSR) in the business environment.   
Corporate Social Responsibility and Leadership has a total of eighteen chapters and the 
introductory chapter is followed by a discussion of “The Values of Legality, Morality, and Social 
Responsibility”, where key terms are defined. For example, intrinsic values are differentiated 
from instrumental values; and also the terms legality, morality, and social responsibility are 
differentiated from one another. In Chapter 3, the author distinguishes morality from social 
responsibility by explaining the Ethical Principle of Last Resort. Chapter 4 takes a philosophical 
approach to social responsibility by explicating intrinsic values from instrumental values.  
Chapter 5 traces the history of “social responsibility” and provides definitions of such 
terms as philanthropic to “stakeholder” and “sustainability”. Chapter 6 focuses on CSR in global 
contexts. Chapter 7 provides a discussion of the social responsibility funds for the socially 
responsible investor along with information as to socially responsible rating organizations and 
websites. Chapter 8 takes a legalistic approach to the subject of social responsibility by 
examining “constituency” statutes in the United States. The author points out that these 
constituency statutes are the legal means by which corporate directors are allowed to engage in 
social responsibility efforts for stakeholders by going above and beyond satisfying the immediate 
economic interests of the shareholders.  
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Chapter 9 discusses the social benefit corporation whereby the directors of the company 
must consider the interests and values of stakeholders in addition to the shareholders, including 
society as a whole. The author points out certain legal risks for directors who serve on the board 
of a social benefit corporation. Chapter 10 discusses this new organization called the Low-Profit 
Limited Liability Companies (L3Cs), and the author also points out the risky tax ramifications of 
doing business as an L3C. Chapter 11 discusses the modern concept of corporate governance by 
addressing not only the legal but also the ethical and social responsibility ramifications of it as 
well.  Chapter 12 examines the relationship of CSR by taking “green” initiatives along with its 
overall benefits to the company and society. Chapter 13 provides a religious component to the 
discussion of CSR as well as an Islamic model of human resource management. 
Chapter 14 discusses the ramifications for a business being regarded as a socially 
responsible versus a socially non-responsive or socially irresponsible business. Chapter 15 
discusses the stakeholders or constituent groups affected by the business, what these stakeholders 
value, and how the business leader must balance these values in making socially responsible 
decisions in an advantageous manner for the business and all the stakeholders. Chapter 16 
presents a model of sustainability for business, which illustrates and explains four key values for 
business – the practical, legal, ethical, and socially responsible – and shows how they flow as 
well as reinforce one into another, in order to achieve success that is not only beneficial for the 
business but for all stakeholders.  
Chapter 17 focuses on why some leaders choose to champion social and environmentally 
positive initiatives. Some leaders become environmentally conscious because of a “whack on the 
head”, others might have a “squeeze of the heart” and some may feel the urgency to put their 
“hands in action” or things will not improve. Chapter 18 provides a brief summary; and then 
concludes by commending the benefits of being a socially responsible business. Overall, modern 
business leaders are encouraged to act in a legal, ethical, and socially responsible manner. Acting 
in such a responsible way will require these leaders to be cognizant of various stakeholder 
interests and to seek to a balance among the conflicting constituencies.   
The task of business leaders is to incorporate legal rules as well as ethical, social 
responsibility, and stakeholder considerations into their decisions. Transparency, truthfulness, 
and trustworthiness should be the hallmarks of successful businesses that are considered to be 
socially responsible. Besides offering quality products and services, business leaders must also 
be aware that law, ethics, and social responsibility are all interconnected in a free market system. 
Overall, the book is a good read for all professionals, employees, business students, and 
managers, as well as professors who want to teach their student about socially responsible 
decision-making strategies.  
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History can teach us management lessons about what to do and what not to do as 
entrepreneurs, as well as organizational leaders and employees. The history of this company 
known as “Wawa” offers many lessons about how to serve customers in order to get them to 
come back each week for over fifty years. The first Wawa Food Market was opened in 1964 by 
Grahame Wood as an outlet for dairy products. Wawa is a growing chain of 24-hour convenience 
stores headquartered in Philadelphia with locations in Pennsylvania, New Jersey, Delaware, and 
most recently Florida. They are one of the three largest sellers of brewed coffee in the regions 
where they operate. The convenience store has now grown into a company that competes with 
the world’s biggest competitors by offering food, fuel, and convenience. Despite the fact that 
Wawa is a fairly big retailer now, they have maintained their focus on the concept of service 
management by offering a personal-touch mentality in dealing with their customers. While they 
are serving customers predominantly in the Northeast, Wawa opened its first store in Florida in 
July of 2012 near Sea World in Orlando and began to compete with Publix Super Markets, 
headquartered in Lakeland of Florida, which is consistently voted to be one of the best 
companies to work for in America.  
The word Wawa is actually a Native American term that is used for Canadian goose. The 
word Wawa is also a Persian (Dari) expression demonstrating excitement, happiness and joy for 
something being excellent or exceptionally well done. For example, when the food is served at a 
restaurant or a pianist plays a song, one can say “Wawa” which conveys that it was fabulous. At 
Wawa, it is the Persian meaning of the word that has created their culture since, to the employees 
of the company, the term Wawa stands for “convenience and exceptional service” (Stoeckel and 
Andelman, 2014, p. 20).  
That is what Wawa is. More than a store, more than a favorite restaurant,  
more than a fast and friendly fueling stop. It’s a positive part of our  
customers’ lives. Believe me, it’s not easy, but our associates creating  
tens of thousands of good feelings every day is our true sustainable  
advantage (Stoeckel and Andelman, 2014, pp. 24-25). 
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At Wawa, they focus on serving people exceptionally well in order to build a strong 
connection with them. According to Stoeckel and Andelman (2014, p. 14), their “measure of 
success has always come from a more human place—one that values people, not simply profits”; 
and the employees of Wawa are conditioned to strive for a “share of the heart” which is more 
important and more enduring than immediate profits. “Wawa associates win the hearts of 
customers, not only through great in-store experiences, but through relationships and an 
unwavering commitment to supporting the communities they serve” (Stoeckel and Andelman, 
2014, p. 136).  
The Wawa Way discusses how the company has grown so successfully over the past fifty 
years along with some of the common management and leadership practices. The book provides 
a personal history of the company along with practical day-to-day business practices. The 
authors provide a unique look at the last 50 years of this company’s founding years, their 
consistent growth over the past fifty years, people development, socialization practices of 
employees, and their expansion strategies into the new routes and cities. The book provides a 
great success story of a company, with a funny name such as Wawa, which is now serving 
millions of customers happily each week by delighting them through good service and 
convenient product choices. Due to their consistent efforts to practice the three strategies of 
“becoming part of our customers’ lives, creating great experiences, and going the extra mile—
Wawa has been winning hearts” as their employees are conditioned to care (Stoeckel and 
Andelman, 2014, p. 151).  
To their employees, “The Wawa Way” is more than a slogan or motto, “it’s a way of life, 
a guide for valuing people, and a road map for building long-standing customer and community 
relationships” (Stoeckel and Andelman, 2014, p. 14). Wawa has become successful by being 
consistent and making shopping more convenient for their customers. It is mentioned that “we’ve 
become successful by both expanding our perspective and narrowing our playing field…we 
strive to be the best in the world at frequent, immediate, quick and easy products” (Stoeckel and 
Andelman, 2014, p. 58). They realized early on that they cannot satisfy too many people by 
offering too many things at their convenient stores. As such, they have stayed focused on what 
they can consistency deliver with good quality and exceptional service. Since Wawa is an 
employee-owned company, all associates seem to take personal responsibility for staying true to 
“The Wawa Way” in building good customer and community relationships. In 1977, Wawa 
executive decided to share ownership of the company with their associates and, as a result, 
formed their initial profit sharing plan. In 2013, Wawa’s employee stock ownership plan (ESOP) 
had more than 9,500 participants owning 38% of the company.  
Since Wawa is a privately-held employee-owned company and they have a shared 
ownership philosophy, each associate is encouraged to become a leader by serving their 
colleagues throughout the company. As such, Wawa trainers and executives tend to role model 
various aspects of servant leadership to create a culture where everyone is passionate in helping 
others grow, develop and become better. At Wawa, “we exist to serve our friends, neighbors, and 
communities, and to serve our 21,000 associate so they can serve our customers” (Stoeckel and 
Andelman, 2014, p. 80). The company’s organizational structure is considered to be a bottom-up 
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format as the executives are supposed to be serving, supporting and nurturing their employees 
while empowering associates to do whatever it takes to make the company great over the long-
term. They keep their employees engaged in the affairs of their jobs and company.  
We engage our associates in regular surveys to see whether our leaders  
are true servant leaders. When our leaders come up short, there are  
generally symptoms such as high turnover, complaints, grievances,  
and lower productivity. These are signs that our culture is rejecting them,  
the way the human body rejects outside organisms that don’t belong  
(Stoeckel and Andelman, 2014, p. 83). 
 
Wawa employees are empowered to speak up about policies and practices that do not 
make sense for their jobs and regions. There have been instances where their culture did not rally 
around certain corporate leaders and they took appropriate actions due to the feedback they 
received from employees.  
Shared private ownership and servant leadership form the inner  
core of our success. Strip away any one of these elements and you’d  
strip away something vital from Wawa. The result would be less growth  
and less success. That’s why we’re committed to these ideas as key  
ingredients in the Wawa way (Stoeckel and Andelman, 2014, p. 87). 
 
As part of the company’s overall philosophy and servant leadership mindset, all 
employees are encouraged to have a bird’s eye-view and to “think big” as they become 
socialized in understanding and practicing six core values: value people, delight customers, 
embrace change, do things right, do the right thing, and have a passion for winning. They 
clarified and made these values a part of the company’s culture in the 1990s and, “In difficult 
times, we look at the Wawa values and ask ourselves what they indicate we should do in any 
given situation” (Stoeckel and Andelman, 2014, p. 90). They spend plenty of time talking about 
these values, communicating them, and measuring their progress as part of the Wawa way. The 
value of “passion for winning” is not just about boosting profit margins or growing their stock 
value, it is about creating “devoted fans and friends who’ve made Wawa an essential part of their 
daily lives” (Stoeckel and Andelman, 2014, p. 119). They focus on the creation of a team culture 
where everyone pulls together in good times and in difficult times: “When things go well, it’s a 
team win…when things don’t go well, the team draws closer and we work our way out of it 
together” (Stoeckel and Andelman, 2014, p. 135).  
Overall, the book provides a great history for a company that competes with the biggest 
and best firms through the personal touch element of service management, and by delighting 
customers on a regular basis in the workplace. Besides being a good read for corporate managers  
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and trainers in the retail environment, the book will be especially useful to employees of retail 
firms as well as business and management consultants. Overall, this book is a valuable tool for 
all entrepreneurs as well as academicians who want to integrate historical realism into their 
classes.   
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The first impression I got from both the cover and the title of the book was that this was 
not a serious publication.  Well…as we have all heard before, never judge a book by its cover! 
Roadside MBA is an excellent book that was written by three very down-to-earth professors who 
share a passion for both business and road trips.  
Dr. Michael J. Mazzeo earned a Ph.D. in 1998 from Stanford University and has 
extensive experience researching and publishing in a wide area of business topics, which include 
Economics, Marketing, and Management.  He is currently an Associate Professor of 
Management and Strategy, Kellogg School of Management, Northwestern University. Dr. Paul 
Oyer was awarded a Ph.D. in Economics from Princeton University in 1996.  He has an 
extensive publishing record in the areas of Economics and Finance.  Dr. Oyer is currently a 
Professor of Economics at Stanford’s Graduate School of Business. Dr. Scott Schaefer earned a 
Ph.D. in Economics Analysis and Policy from Stanford University in 1995.  He is currently 
Chair of Business Administration and Professor of Finance at the University of Utah’s David 
Eccles School of Business.   
As many graduates of business schools have experienced, there is a deep tradition to 
teach business lessons and concepts through the use of iconic business cases such as Nike, IBM, 
and Johnson and Johnson.  This book explores some of the many business concepts that can be 
taught to students utilizing everyday experiences in small businesses throughout the Unites 
States.  The authors plan out a road trip that takes them to meet with a variety of small business 
owners and employees with the goal of learning how many of the concepts taught to MBA 
students are experienced and applied in everyday America. 
Roadside MBA is written in a relaxed tone and it is very hard to put down.  The stories 
introduce us to the personalities of the authors as well as to business principles.  It brings 
business out of the classroom and into the stores we frequent daily.  The authors make a point to 
explain business concepts in everyday language and not use any intimidating jargon or more 
importantly MATH and GRAPHS!  
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As the three authors travel the country, they share with us some of the challenges and 
opportunities faced by 43 businesses.  Each chapter focuses on one lesson, which is explained 
through the use of examples from some of the 43 businesses they visit.  The authors focus on 9 
lessons or business concepts and they are outlined throughout the book as follows:  
Chapter 1- Scaling Business. For this chapter, the authors visited Braces by Burris in 
Jonesboro, Arkansas, Steele Rubber Products, Inc. in Denver, North Carolina, Silk Espresso in 
Gresham, Oregon, and Mugshots Grill and Bar in Hattiesburg, Mississippi. The lessons learned 
through the experiences in these establishments vary from expanding by centralizing common 
activities to lower costs, ensure that revenue opportunities exceed fixed costs, expand only when 
resources can be shared, and size growth opportunities you can monitor remotely.  My favorite 
was reading about the expansion of Braces by Burris, and how a dentist has his own plane to take 
a team to work in a remote area as a way to expand the business! 
Chapter 2- Establishing Barriers to Entry. The concept of barriers to entry and economies 
of scale come to life in the examples used in this chapter. Be the first when the market isn’t big 
enough for two was the main lesson learned at Wilcoxson’s Kids Place in Jonesboro, Arkansas, 
where we learn about the idea of a natural monopoly through the sale of children furniture. In 
Dothan, Alabama, the owner of Key Fire Hose provides a good example for “go all-in with 
irreversible investments.”  An important price element concept is taught when visiting Prodew 
Inc. in Marietta, Georgia with a lesson in leveraging scale to hit an unmatchable price point.  
Their travels could not escape the reach of Facebook and understanding the target market, as the 
authors experienced at the CollegeFrog in Pensacola, Florida: don’t use Facebook, BE Facebook! 
Chapter 3- Product Differentiation. Marketing is alive in this chapter as the team visits Fit 
Time for Women in Frankfort, Kentucky and focuses on the importance of understanding target 
customers and identifying their critical needs.  Understanding both customers and the time value 
of a customer is a good point learned at Bank of Montana in Missoula, Montana.  There the team 
focuses on the concept of attracting profitable clients and alienating costly ones. Making 
business stand out through the offering of unique services to avoid competition is the main point 
learned at the Community 1st Bank in Post Falls, Idaho. While customization may be a great 
strategy, it is important consider the cost of customizations efforts.  This lesson in cost benefit 
analysis was learned at TiLite in Pasco, Washington. 
Chapter 4- Setting Prices.  This chapter focuses both on Economic and Marketing 
concepts relating to price setting.  Understanding costs is a lesson that successful businesses need 
to understand in order to succeed.  This lesson comes to life at Arnold Tool located in Council 
Bluffs, Iowa.  Understanding the product and how much customers are willing to pay for a 
particular product is an important foundation that was experienced at the Marietta NDT in 
Marietta, Georgia. Market segmentation is one of the main skills learned in marketing classes, 
and a great example of how to segment the market based on price sensitivity is shared by Robin 
from Dogma Dog Care in Smyrna, Georgia. There is a great example of price bundling as a 
solution to a price challenge faced by Mississippi Music in Hattiesburg, Mississippi.  
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Chapter 5- Managing your Brand. The first lesson in this chapter is about using brand 
when customers don’t have direct experience. This lesson is explained when the authors visited a 
3D computer animation store called Blind Squirrel Digital in Hickory, North Carolina.  Even a 
funeral home is visited in the search for teaching business concepts in everyday America! 
Morris-Baker Funeral Home and Cremation Services in Johnson City, Tennessee provided a 
good story and background for advertising more when customers don’t comparison shop.  
Branding is a goal of businesses and, most of us went through business schools learning from 
cases like DeBeers Diamonds. In a more modern example, Collins Diamonds in Kansas shows 
the importance of developing persuasive branding for occasional or inspirational purchases. 
Marketing is alive and well in Spartanburg, South Carolina where Prices’ Store for Men provides 
a good setting to explore the importance of building brand image when customers can bond with 
your product.  The last stop in this chapter takes us to the Clater Kaye Theatreworks in Hickory, 
North Carolina where we read about the challenge of marketing a “credence good.” 
Chapter 6- Negotiating Effectively. The importance of knowing the other side’s next best 
option is exclaimed when reading about Eko Compost in Missoula, Montana.  The CEO of Wren 
Solutions in Jefferson City, Missouri shared more than just a tour of his business and provided a 
good setting for explaining the importance of improving your outside options. Anticipating to 
avoid exploitation is the MBA lesson learned at Gaylord Chemical in Slidell, Louisiana.  Though 
we are in the information age, the reality that better information leads to better deals is a concept 
that many businesses (and business students) miss.  This important lesson is brought to life at 
Panhandle Converter Recycling in Dothan, Alabama.  The last miles in this chapter takes us to 
Enid, Oklahoma, where the authors visit PR Coupling and write about the importance of being 
prepared to walk away and do it yourself.     
Chapter 7- Hiring. Welcome to one of two HR chapters! Lessons covered here are an 
important key to small business survival.  The chapter starts with the important concept of 
improving the applicant pool by playing hard to get, which is covered in the visit to Southside 
Family Fun Center in Saint Joseph, Missouri.  Re Vera Services in Pensacola, Florida faced a 
hiring challenge that is shared by many businesses. In their case, the importance of considering 
wages and productivity when posting a job is showcased in the time the authors spent with one 
of the co-founders of the business.  Designing jobs to discourage the wrong applicants is the 
main lesson learned form a visit to Aerosock in Enid, Oklahoma. The last visit in this chapter 
takes the reader to Saint Joe Distributing in Saint Joseph, Missouri to learn about considering 
how operations skew the applicant pool.    
Chapter 8- Incentives for Employees.  This chapter is shared between HR and 
Management.  The first story of this chapter brings us the important lesson of not forgetting 
about quality when paying for quantity, which is depicted in the visit to Eagle’s Landing 
Informatics in Johnson City, Tennessee.  Tailoring the measure to the job is the main point that 
the authors write about from their visit to Klein’s DKI in Coeur d’Alene, Idaho.  Paying for 
performance is not always the best measure, as learned by JR’s TBA in Saint Joseph, Missouri. 
Sometimes group pay can be used to derive common goals, as it is shown in the example form 
Plastic Molding Company in Cincinnati, Ohio.  
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Chapter 9- Delegation. This leg of Roadside MBA takes focus on delegating.  Beginning 
with delegating when information and incentives align, as learned by Midwest products Group in 
Jefferson City, Missouri.  Silverwood Theme Park in Athol, Idaho provides an example for 
pondering the pitfalls of accounting profits as a performance measure. Another lesson learned in 
this chapter is the importance of stopping externalities and keeping senior management involved, 
as experienced by Berns Garden Center in Middletown, Ohio.  
Chapter 10- Balling the Big Boys.  Here is a big thumbs up for small business! The first 
lesson is to focus on what the big boys don’t do well with a great example from Sundance Books 
and Music in Reno, Nevada.  GPS Source in Pueblo, Colorado provided the setting for a good 
example in abounding silos by over-sharing.  Providing services that don’t require large 
overhead investments is a great lesson for small businesses as the authors learned at a stop at 
Launch Something in Spartanburg, South Carolina. Bloomington, Illinois provided a good 
setting when Prenzler Outdoor Advertising shared their experiences and learned about exploiting 
local information to differentiate your product. And the last leg of this trip takes us to Hoosier 
Sporting Goods in Columbus, Indiana, where we read about investing in effort-intensive 
activities if the big boys have incentive problems.  
I am hesitant to share the details of the stories covered in this book as I write this review, 
as the authors write them in a creative and witty manner.  I don’t want to steal their thunder! I 
will however, point out that the spectrum of the lessons spreads throughout the field of business 
and is not limited to Economics, which is the authors’ main area of study.  This book does what 
an MBA was intended to do; teach business principles to graduate students who need to 
understand how to function, operate, and succeed in the business world.  
Roadside MBA is a great book that provides everyday examples that can be used to bring 
life to a classroom. I would strongly recommend this book to business educators who want their 
students to succeed in the real world. The authors put on a lot of miles to bring us the opportunity 
to provide our students with a lot of food for thought. 
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Do you manage teams or belong to a team?  The vast majority of us will respond “yes” to 
this question.  As a college professor, I often have students work in teams for the entire semester 
to complete assignments and projects.  Interestingly, it is one of the activities they most dislike, 
second only to public speaking.  Yet, when they enter the workforce these skills may be the most 
important ones they possess.  In general, universities recognize that courses to improve 
communication skills need to be in the curriculum, but those that include team building and 
performance primarily cover theory.  Perhaps we need a course in which team building activities 
are instructed, practiced, evaluated, and improved.   
In the meantime, organizations must conduct the training for these skills in-house or seek 
expert advice because we understand that team skills are central to organizational success in the 
21st century.  This understanding is the reason A Team of Leaders: Empowering Every Member 
to Take Ownership, Demonstrate Initiative, and Deliver Results by Gustavson and Liff is so 
important.  Gustavson and Liff have spent decades developing the expertise that they share with 
us in this book.  As a manager or member of a team, this book is a rich and valuable resource, 
and one that I expect will be referred to frequently as your organization evolves through this 
transformation. 
Gustavson and Liff provide us with six chapters of information including tools, models, 
actions, and expected outcomes for developing a team of leaders.  In their experience, the 
authors find that the highest performing teams are those that include self-sufficient and more 
engaged members.  In addition, they believe that most problems within teams are caused by the 
design of the team as well as management systems and processes.  They are not assigning blame, 
but providing insight to what improvements are possible in order to achieve the organizational 
outcomes we desire. 
It follows, therefore, that a basic premise of the book is that creating a team of leaders 
requires altering the roles of the team’s leader and members as well as a redesign of the 
organization’s systems and processes.  A five stage model to develop this team of leaders is the 
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subject of the book with the ultimate goal that everyone on the team steps up and provides 
leadership.  This allows the formal team leader to become an advisor while members of the team 
rotate through the lead role, provide shared leadership, and are involved and committed.   
At the beginning of each chapter, the authors include a Key Principle that provides 
insight into the chapter contents and anticipated outcome.  Guidelines, frameworks/models, tool 
kits, and examples support the material and offer the reader a series of questions to ask in order 
to appropriately apply the information within their organization.  At the end of each chapter two 
additional resources assist in understanding this process: (a) challenges, tensions, and key facts 
during implementation; and (b) how the chapter topic will help build leaders.  The first resource 
recognizes that change is difficult and that this process will be different in each organization; the 
second reinforces the key concept of the chapter and its strategic role in the process toward 
developing a team of leaders. 
In chapter one, each of the five stages in developing a team of leaders is summarized in a 
chart and detailed in the reading.  This chapter serves as the foundation for the rest of the book.  
Gustavson and Liff highlight that communication is key to the process.  As a first step, each 
organization must determine where they are in the model so the authors provide questions that 
direct this assessment supported by examples to assist the reader.  And, a major portion of the 
chapter contains a startup tool kit that focuses on describing team goals, roles, processes, and 
relationships. 
Gustavson and Liff find that high-performing teams are the most successful, but also 
share a common purpose and vision.  Chapter three recognizes that teams have processes and it 
guides the reader on creating the best team design for self-sufficient and engaged team leaders.  
Included is a model that illustrates the team components and their impact on performance results 
as well as organizational knowledge and culture.  This visualization assists with recognizing 
potential areas of realignment in the current team design.  In addition, the authors supply design 
guidelines for 14 areas within the organization and three tool sets to accomplish the redesign 
effort.  Once again, the tools provide the organization with the ability to assess their current state 
of development and examples offer support with the assessment process. 
The detail in this book is extensive and for the sake of brevity, I must heartily 
recommend that you obtain a copy.  In the final three chapters of the book, Gustavson and Liff 
cover very interesting and useful topics including: a team value creation model; developing and 
managing knowledge is key to team performance, and visual management.  In these chapters as 
in prior ones, guidance and resources provide support for the reader.  The team value creation 
model discusses how team members as leaders are to understand their role in creating value for 
the organization, including the costs versus benefits of process versus outputs, and provides a 
series of questions for assessing value.   
Next, developing and managing knowledge discusses the speed of discovery and 
diffusion of knowledge in order to deliver extraordinary value, and provides an assessment tool 
and skills matrix to capture team knowledge.  The last chapter on visual management refers to a 
process that is integrated as the team evolves through the five stages with the goal of getting to 
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and staying at stage five.  It recognizes the impact of the organization’s environment on 
supporting and reinforcing the new design elements.  In other words, visual management assists 
with creating and sustaining competitive advantage.   
To emphasize the importance of this topic to organizations and leaders, Gustavson and 
Liff supply a statistic that is very revealing.  According to the Gallup 2013 State of the American 
Workplace, only 30% of employees are engaged and inspired at work, and the other 70%, the 
disengaged employees cost the U.S. as much as $550 billion per year in lost productivity.  This 
statistic begs the question, “What is our organization losing in terms of productivity if our 
employees are not engaged?”  The environment within which we work directly impacts our level 
of work engagement and studies have shown that autonomy and empowerment enhance 
employee work engagement.   
In A Team of Leaders: Empowering Every Member to Take Ownership, Demonstrate 
Initiative, and Deliver Results, Gustavson and Liff provide a model to develop team leaders by 
creating team members that are self-sufficient, engaged, involved, and committed thereby 
increasing an organization’s performance, productivity, and competitive advantage.  If this is the 
result that you and your organization are interested in achieving, this book is a valuable resource 
and well worth the investment. 
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Pile cliché atop hyperbole as high as you like, and you will still find it difficult to 
overestimate the importance of services to the success of today’s firm. Rust and Huang have 
assembled a collection of the leading scholars and business leaders in services marketing to 
provide the current state of the art as well as a path forward that will be of value to scholars, 
students, teachers, and practitioners alike. The editors make a convincing case for the idea that 
the service revolution is transforming theory and practice in marketing, from considerations of 
where the source of value lies to the ways in which firms measure success. The Handbook of 
Service Marketing Research’s seven sections (in addition to the editors’ introductory chapter) 
include three focused on elements of customer centricity, three on the ways in which traditional 
areas and functions of marketing are being reshaped by the service revolution, and a final section 
on service for societal well-being.  
Part II consists of five chapters devoted to consideration of customer relationships and 
loyalty, “beginning with the end in mind” (as the late Stephen Covey might have put it) by 
considering customer relationships and loyalty. In “Building relationships between service 
organizations and customers” Bolton and Christopher lay out basic concepts and a research 
agenda for understanding and measuring customer lifetime duration, discussing both antecedents 
to customer lifetime duration and the relationship between CLD and financial outcomes. Two 
additional chapters, one by Oliver and one by Aksoy, Keiningham, and Oliver investigate 
loyalty, its sources, and its variations. Oliver investigates the historical views and the biological, 
psychological, and social origins of loyalty, while Aksoy et al. delve into several forms or 
manifestations of loyalty, not limited to consumer loyalty. Meanwhile, Dagger and Danaher 
compare five relationship models, each incorporating six widely-studied constructs: trust, 
commitment, satisfaction, attitudinal loyalty, behavioral loyalty, and word-of-mouth. The authors 
find that the model that performs best has attitudinal loyalty and WOM driving behavioral 
loyalty; attitudinal loyalty and WOM are driven in turn by commitment, trust, and satisfaction.  
Perhaps the most thought-provoking section of the handbook is Part III, Customer-
Centered Metrics, where scholars, executives, and teachers who advocate the measurement of 
firm value by the customer (an idea just making its way into marketing textbooks, as well as into 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 155 
 
 
The Journal of Applied Management and Entrepreneurship, 2014, Vol. 19, No. 3 
practice) will find considerable ammunition and useful additions to the toolbox. Skiera and 
Schulze, in “Customer-based valuation: similarities and differences to traditional discounted cash 
flow models,” present a lucid and easy-to-follow framework for the use of customer lifetime 
value (CLV) metrics that could find a home in the undergraduate classroom as well as the 
boardroom. A more elaborate CLV metric perhaps of more interest to advanced scholars, 
students, and practitioners is found in the subsequent chapter, “CRM metrics and strategies to 
enhance performance in service industries,” by Kumar, Umashankar, and Choi. However, the 
authors’ contribution goes well beyond the CLV tool to discuss customer referral value, 
customer influence value, customer knowledge value, and customer brand value.  
Continuing the section, Keiningham, Aksoy, De Keyser, Larivière, Buoye, and Williams 
discuss the weak relationships found between measures such as customer satisfaction (among 
others) and share of wallet (SOW). The authors show that a managerial focus on customer 
retention combined with increasing customer SOW contributes much more to firm growth than 
focus on customer retention alone in industries such as banking, grocery, discount retail, and 
credit cards. This is a valuable reminder to those introducing CRM concepts such as CLV for the 
first time to either students or practitioners, given the weight put on customer retention by the 
CLV equation. The authors also take issue with measures such as the Net Promoter score, 
contending that treating satisfaction scores and the like as equivalent across customers may be 
misleading. Instead, the authors advocate the use of relative scores to “improve the relationship 
between the customer experience variables (satisfaction, return intention, recommend intention) 
and SOW.” (p. 171) Rounding out the section is a chapter by Frennea, Mittal, and Westbrook on 
the “satisfaction profit chain,” which lays out the relationship between service quality and 
perceptions of service quality, in the service of estimating the firm’s return on quality.  
In Part IV, Managing Customer Contacts, Streukens and Andreassen shine a light on the 
need for firms calling themselves customer-centric and practicing CRM to become more front-
line-employee oriented. The authors develop an optimizing model to govern investment in front-
line-employees (FLE) to maximize firm-level profit. FLE recruitment and training will reward 
investment, as the model demonstrates that perceived personal-organizational fit on the part of 
the FLE contributes to FLE self-efficacy, which contributes in turn to higher levels of 
performance.  
Another standout entry in Part IV is that of de Ruyter, Patterson, and Yu, who take up the 
question of service-sales ambidexterity using a Jimi Hendrix metaphor in the amusingly titled 
“Are you (appropriately) experienced? Service-sales ambidexterity.” The authors discuss the 
potential benefits to the firm of having boundary-spanning service employees get involved in 
sales as well, but they caution that this cannot be done willy-nilly, lest the firm lose its way a la 
Starbucks in the first decade of the 21st Century. For de Ruyter and colleagues, the keys to 
success lie (and quite reasonably so) in contextual factors such as a learning orientation. A 
further contribution is made by Bitner and Wang in the opening chapter of the section, in their 
investigation of the antecedents of service encounter (the “moment of truth,” frequently and 
perhaps hopefully if not wishfully termed “moments of magic” in the practitioner literature) 
satisfaction. 
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Parts V through VII take up the questions of the marketing mix in a services context. Part 
V, Product and Pricing, begins with a pair of chapters on the pricing of services. First, Shugan 
takes the reader through the various factors that influence service pricing (capacity constraint and 
several kinds of seasonal peaks) and discusses potential pricing strategies for each situation. 
Among the questions Shugan considers is whether to disclose if an actor is using price to 
maximize profit (or manage demand) in a given situation. There are advantages and 
disadvantages to announcing, as the author notes. On the one hand, one might suppose that 
transparency, to borrow a currently fashionable term, would militate in favor of disclosure, and 
attribution theory might be used to the benefit of the firm as well, at least when capacity 
constraint or the presence of a cost peak is responsible for a price increase. On the other side of 
the argument, as Shugan notes, non-announcement confers more flexibility on the firm, enabling 
it to auction remaining capacity or change peak pricing as capacity constraint eases. 
Second, Xie and Fay in “Marketing innovation: probabilistic goods and probabilistic 
selling” extend their own initial work investigating “probabilistic goods.” Probabilistic goods 
and probabilistic selling incorporates the price-discovery functions of Web-based services such 
as Priceline.com, but goes beyond price discovery to encompass “hidden” or “top secret” travel 
offerings from other travel sites. The authors contend that introducing uncertainty/probability 
into the marketing mix can enhance market segmentation. However, if the probabilistic offering 
is not credibly uncertain, sales of full-price offerings may be cannibalized, reducing the firm’s 
profits.  
Edvardsson, Gustafsson, Kristensson, Tronvoll, and Witell discuss the role of customers 
in the co-creation of services, building on insights from prior research into co-creation – 
including the possibility that customers may offer more innovative ideas than professional 
product developers (p.359). Reinartz and Ulaga consider the increased share of revenue from 
services (hybrid offerings) in the business-to-business setting. Success with hybrid offerings 
requires specific capabilities, including design-to-service and the ability to sell hybrid offerings. 
Smart technologies such as machine-to-machine (M2M) services or technology-mediated 
services will also play a growing role.  
In Part VI, Digital Service Marketing, Chung and Wedel, in “Adaptive personalization of 
mobile information services,” discuss the ability of mobile systems to customize user 
recommendations for individual mobile technology users, enabling the provision of augmented 
product and service options. Meanwhile, de Ruyter and van Laer use an interesting example 
drawn from Dutch air carrier KLM Airlines’ Club China to illustrate the role of the 4C markers – 
conversation, construction of identity, and community – in delivering services online, fueled by 
the increasing sophistication of linguistic style matching (LSM) techniques and the computing 
power to drive it. Finally (and as might be expected), Taylor and colleagues find that self-control 
and digital piracy intentions are strongly associated, and that digital piracy intention has the 
strongest effect size on digital piracy behavior. 
Vargo, Lusch, and Akaka lead off Part VII (Rethinking the Market Function) with a 
discussion of the changing roles of marketing and operations under the services-dominant (SD) 
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logic of marketing. For the authors, functional roles become resources for the co-creation of 
value in service ecosystems. Spohrer, Kwan, and Fisk also use SD logic as a foundation for a 
service science and arts framework in services marketing. This perspective frames marketing as a 
process of “competing for collaborators” (p. 492) in order to obtain more opportunities to co-
create value. Finally, in Part VIII (Service for Society), a pair of chapters, one by Ostrom, 
Mathras, and Anderson and one by Kannan, look at the potential broader benefits to society. 
Ostrom and colleagues focus on the ability of transformative service research (TSR) to enhance 
the well-being of participants, a logical extension of one of the traditional functions of marketing 
(making both parties better off as a result of exchange). Kannan, meanwhile, discusses the role of 
communications technology in enabling citizen co-creation of social value.  
In summary, the Handbook of Service Marketing Research belongs on the shelf of 
anyone with a serious interest in any aspect of the current state and future direction of services 
marketing scholarship. Given the scholarly nature of the works bound between its covers, it will 
be perhaps most accessible to scholars, teachers, and advanced practitioners, but there is also 
much of immediate value to the student. 
 
 
 
 
 
 
 
 
 
 
 
 
